CLARIFICATION OF FEDERAL SHIP MORTGAGE: 1NSBRANCE 


OF MICHI 


HEARINGS | etl hoo: 


BEFORE THE 


SUBCOMMITTEE ON MERCHANT MARINE 


COMMITTEE ON 
MERCHANT MARINE AND FISHERIES 
HOUSE OF REPRESENTATIVES 
EIGHTY-FOURTH CONGRESS 


H. R. 11255 


TO CLARIFY SECTION 11038 (d) OF TITLE XI (FEDERAL 
SHIP MORTGAGE INSURANCE) OF THE MERCHANT 
MARINE ACT, 1986, AS AMENDED 


AND 


H. R. 11554 


TO AMEND CERTAIN PROVISIONS OF TITLE XI OF THE MERCHANT 
MARINE ACT, 19386, AS AMENDED, TO FACILITATE PRIVATE FINANC- 
ING OF PASSENGER VESSELS IN THE INTEREST OF NATIONAL 
DEFENSE, AND FOR OTHER PURPOSES 


JUNE 5 AND 20, 1956 


Printed for the use of the Committee on Merchant Marine and Fisheries 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1956 





COMMITTEE ON MERCHANT MARINE AND FISHERIES 
HERBERT C. BONNER, North Carolina, Chairman 


FRANK W. BOYKIN, Alabama THOR C. TOLLEFSON, Washington 

EDWARD A, GARMA'TZ, Maryland JOHN J. ALLEN, Jr., California 

EDWARD J. ROBESON, Jr., Virginia HORACE SEELY-BROWN, Jr., Connecticut 

LEONOR K. (Mrs. JOHN B.) SULLIVAN, TIMOTHY P. SHEEHAN, Illinois 
Missouri WILLIAM K. VAN PELT, Wisconsin 

T. A. THOMPSON, Louisiana JOHN H. RAY, New York 

GEORGE P. MILLER, California WILLIAM 8. MAILLIARD, California * 

JOHN C. KLUCZYNSKI, Illinois FRANCIS EB. DORN, New York 

JAMES A. BYRNE, Pennsylvania THOMAS M. PELLY, Washington 

JOHN J. BELL, Texas ELFORD A. CEDERBERG, Michigan 

T. JAMES TUMULTY, New Jersey A. D. BAUMHART, Jr., Ohio 

IRWIN D. DAVIDSON, New York JACKSON B. CHASE, Nebraska 

HERBERT ZELENKO, New York WALTER NORBLAD, Oregon 


FRANK M. CLARK, Pennsylvania 
THOMAS LUDLOW ASHLEY, Ohio 
JOHN D. DINGELL, Michigan 


BE. L. BARTLETT, Alaska 
JouUN M. Drewry, Chief Counsel 
BERNARD J. ZINCKE, Counsel 
CHARLES F. WARREN, Special Counsel 
FRANCIS STILL, Clerk 





SUBCOMMITTEE ON MERCHANT MARINE 


HERBERT C. BONNER, North Carolina, Chairman 


EDWARD J. ROBESON, Jr., Virginia JOHN G. ALLEN, Jr., California 

T. A. THOMPSON, Louisiana TIMOTHY P. SHEEHAN, Illinois 
GEORGE P. MILLER, California WILLIAM K. VAN PELT, Wisconsin 
JAMES A. BYRNE, Pennsylvania JOHN H. RAY, New York 

T. JAMES TUMULTY, New Jersey WILLIAM 8. MAILLIARD, California 
THOMAS LUDLOW ASHLEY, Ohio THOMAS M. PELLY, Washington 


*JOHN C. KLUCZYNSKI, Illinois 
*Temporary member of subcommittee. 


Ir 








CONTENTS 





Page 
BL I Se se i a aicek Bis hah nce oh ich ae oes Belek Guha anes - 1 
se a gs canes te micas scsi pa ee eee bere ere whe anaiene nce es 15 


Testimony of—_ 
Andrews, Graydon L., attorney, accompanied by Alfred L. Hed- 
brawny, audit supervisor, G Res 57 


Bernstein, Arnold, president, Arnold Bernstein Line, Ine. : ‘aceomp: unied 


by Joseph Klausner, attorney__...-.-------- : See 16 
Dewey, Ralph B., Pacific American Steamship Association___- se 20 
Good, Vice Adm. Roscoe F., Deputy Chief of Naval Operations 

I allen alan 30 
Hall, Paul, secretary-treasurer, Seafarers International Union, Atlan- 

tic- end Gulf District. _ =... ....... eh aS kil 49 
Miller, Melvin E., attorney, General Accounting Office____-___- a 12 
Morse, Hon. Clarence G., Maritime Administrator___-- ~ tao 
Pelly, Hon. Thomas M., a Representative in Congress from the 6 

State of Washington... .--- Se gi aaa i la ae ae 

Additional information— 
American Merchant Marine Institute, Inc., letter, June 5, 1956, by 

i ve eons a a ne sina ten 4 
Commerce, Department of, amendment proposed by, on H. R. 11554. 37 
Comptroller General of the United States, letter, ve 1, 1956, by 

Sn a act i sha ak eo see ew 1 


Navy Planning Group, December 19, 1955, “report. on H. R. 11554, 
entitled, ‘“Ocean Shipping To Support the Defense of the United 
oN i a in Geena a ee 31 

Reports on H. R. 11255—— 

Commerce, letter, May 23, 1956, by Sinclair Weeks._-------- 
C omptroller General, letter, May 23, 1956, by Joseph C ampbell_ 
Navy, letter, June 21, 1956, by N. Od. Frank, Jr., acting Direc- 
tor, for Secretary of Ss sh cetnaceiech dimiisnle hinsie mein aiannt 
Treasury, letter, May 29, 1956, by W. Randolph Burgess, Assist- 
ant Secretary 


oOo ., NN 


: 

















DEPOSITED RY THe 
DNITED STATES OF AMERICA 


CLARIFICATION OF FEDERAL SHIP MORTGAGE 
INSURANCE 





TUESDAY, JUNE 5, 1956 


Housk or REPRESENTATIVES, 
SUBCOMMITTEE ON Mercu ant MARINE OF THE 
CoMMITTEE ON MercuaNntT MARINE AND FISHERIES, 
Washington, D.C. 
The subcommittee met, pursuant to notice, at 10 a. m., Hon. Herbert 
C. Bonner (subcommittee chairman) presiding, for consideration of 
H. R. 11255. 


(Bill H. R. 11255 and material pertaining to it follow: ) 


‘ 


[H. R. 11255, 84th Cong., 2d sess. ] 


A BILL To clarify section 1103 (d) cf title XI (Federal Ship Mortgage Insurance) of the 
Merchant Marine Act, 1936, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That effective September 3, 1954, section 11038 
(d) of the Merchant Marine Act, 1936, as amended, is amended to read 
follows: 

“(d) The faith of the United States is solemnly pledged to the payment of 
the interest on and 90 per centum of the unpaid balance of the principal amount 
of each mortgage and loan insured under this title, but in the case of special 
purpose vessels certified by the Secretary of Defense to be essential to national 
defense, the faith of the United States is solemnly pledged to the payment of 
the interest on and 100 per centum of the unpaid balance of the principal amount 
of each mortgage and loan insured under this title if the insurance contract 
obligates the United States to pay the interest on and 100 per centum of the 
unpaid balance of the principal amount of such mortgage or loan.” 


as 


(‘OM PTROLLER GENERAL OF THE UNITED STATES, 


Wea shingtoi - D. Cy May 'e 1956. 
The ADMINISTRATOR, 


Waritime Administration. 


Dear Mr. ADMINISTRATOR: Reference is made to your letter of April 17, 1956, 
requesting our view as to whether you are authorized to effectively insure 100 


“special purpose” vessels. 

The provisos in subsections 1103 (a) and 1103 (b) of the Merchant Marine 
Act, 1936, as amended by Public Law 781, 83d Congress (68 Stat. 1267, 1268), 
expressly authorize 100 percent insurance on mortgages and loans on special-pur- 
pose vessels. However, the question arises by virtue of subsection 1103 (d), 
which provides : 

“(d) The faith of the United States is solemnly pledged to the payment of the 
interest on and 90 per centum of the unpaid balance of the principal amount of 
each mortgage and loan insured under this title.” [Italics supplied. ] 

Your letter refers to various provisions of title XI (Federal Ship Mortgage 
Insurance), as amended, which are indicative of the objectives of that title and 
points out that the pledge of the faith of the United States contained in subsec 
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tion 1103 (d) is superfluous inasmuch as the authorized issuance of mortgage 
insurance establishes a valid obligation of the United States. Moreover, as indi- 
eated in your letter, the legislative history of the amendments to title XI clearly 
establishes that the failure to provide a correlative amendment to subsection 
1103 (d) when the provisos authorizing 100 percent insurance on special-purpose 
vessels was added to subsections 1105 (a) and 1103 (b) was the result of inadver- 
tence. See Senate Report No. 1804, dated July 14, 1954, to accompany S. 3219, 
as amended. 

A statute should be construed so that effect is given to all its provisions, so 
that no part will be inoperative or superfluous, void, or insignificant, and so 
that one section will not destroy another unless the provision is the result of 
obvious mistake or error (Sutherland on Statutory Construction, vol. 2, sec. 
4704). 

\ccordingly, inasmuch as the failure to provide a correlative amendment to 
subsection 1108 (d) was clearly the result of inadvertence, vou are authorized 
under title XI to effectively insure 100 percent of the principal of and interest 
on mortgages and loans on special-purpose vessels. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., May 23, 1956. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries. 
liouse of Representatives 


DrAR Mr. CHATRMAN: Reference is made to your letter of May 18, 1956, en- 
closing a copy of H. R. 11255, 84th Congress, 2d session, entitled “A bill to clarify 
section 1103 (d) of title XI (Federal Ship Mortgage Insurance) of the Merchant 
Marine Act, 1936, as amended” and inviting our views and 
thereon. 

The provisos in subsections 1103 (a) and 11038 (b) of the Merchant Marine 
Act, 1936, as amended by Public Law 781, 83d Congress (68 Stat. 1267, 1268), 
expressly authorize 100 percent insurance on mortgages and loans on “special 
purpose” vessels. However, subsection 1103 (d) provides: 

‘(d) The faith of the United States is solemnly pledged to the payment of 
the interest on and 90 per centum of the unpaid balance of the principal amount 
of each mortgage and loan insured under this title.” [Italics supplied.] 

H. R. 11255 would add, as of the effective date of Public Law 781, supra, a 
provision to subsection 11083 (d) which would be correlative to the provisos in 
subsections 1103 (a) and 1108 (b). 

The legislative history of the amendments to title XI clearly establishes that 
the failure to provide a correlative amendment to subsection 11083 (d) when 
the provisos authorizing 100 percent insurance on mortgages and loans on special- 
purpose vessels were added to subsections 1108 (a) and 1105 (b) was the result 
of inadvertence. 

It was upon the basis of the foregoing conclusion that we advised the Adminis- 
trator, Maritime Administration, by letter of May 1, 1956, copy attached, that 
he was authorized to insure 100 percent of the principal of and interest on mort- 
gages and loans on special-purpose vessels. However, we understand that the 
clarification of the statute by amendatory legislation will facilitate private fi- 
nancing as contemplated by title XI. 

Accordingly, we recommend favorable consideration of H. R. 11255. 

Sincerely yours, 


recommendations 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 





THE SECRETARY OF COMMERCE, 


Washington 25, May 28, 1956. 
Hon. Hersert C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. 0. 


DeaR Mr. CHAIRMAN: This is in reply to your request of May 18, 1956, for the 
views of this Department with respect to H. R. 11255, a bill to clarify section 
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1103 (da) of title XI (Federal Ship Mortgage Insurance) of the Merchant Marine 
Act, 1936, as amended. 

,efore the enactment of Public Law 781, 83d Congress, title XI of the Merchant 
Marine Act, 1936, as amended, authorized the Secretary of Commerce to insure 
against loss 90 percent of the unpaid principal of any ship loan or mortgage 
eligible for insurance under that title. 

Public Law 781, 83d Congress, amended title XI of the 1936 act to authorize, 
in addition to insurance of 90 percent of the unpaid principal of ship loans and 
mortgages, the insurance of 100 percent of the unpaid principal of loans and 
mortgages on special purpose vessels certified by the Secretary of Defense to 
be essential to the national defense, and the insurance of 100 percent of the 
interest on all eligible ship loans and mortgages. 

Section 11038 (d) of title XI which was added by Public Law 781, 83d Congress, 
provides that the faith of the United States is solemnly pledged to the payment 
of the interest on and 90 percent of the unpaid balance of the principal amount 
of each loan and mortgage insured under this title. This provision was contained 
in the bill (H. R. 9987) which finally became Public Law 781, when the bill was 
introduced. The provision authorizing insurance of 100 percent of the unpaid 
principal of loans and mortgages on special-purpose vessels, however, was not 
contained in the original bill, but was added during congressional consideration 
vf the measure and inadvertently no corollary change was made in section 1103 
(d) so as to pledge the faith of the United States to the payment of 100 percent 
of the unpaid principal of mortgages and loans on special-purpose vessels. 

The addition of section 1103 (d) to title XI by the original bill (H. R. 9987) 
was not, in the opinion of the Department, absolutely necessary. Apparently, 
the purpose of the provision was to show that any insurance contracted for 
would not be payable solely from the revolving fund created by section 1102 
of the act, but would be a general obligation of the United States. This was, in 
fact, already accomplished by section 1105 of the act which authorizes such 
appropriations as are necessary to carry out the purposes of the act. The provi- 
sion, nevertheless, was useful in providing further assurance to financial insti- 
tutions that any insurance contracted for would be a general obligation of the 
United States. 

The bill, H. R. 11255, would amend section 1108 (d) of the 1936 act expressly 
to provide, as of the effective date of Public Law 781, 83d Congress, that the 
faith of the United States is pledged to the payment of 100 percent of the unpaid 
principal of loans and mortgages on special-purpose vessels. 

The legislative history of Public Law 781, 83d Congress, shows that Congress 
intended that the insurance of 100 percent of the unpaid principal of loans and 
mortgages on special-purpose vessels should be a general obligation of the United 
States, and the Comptroller General has so ruled. The bill would conform sec- 
tion 1103 (d) expressly to the congressional intent, would give further assurance 
to prospective lenders that all of the insurance on special-purpose vessels is a 
general obligation of the United States, and would, therefore, facilitate the priv- 
ate financing of ship loans and mortgages. 

The Department would interpose no objection to enactment of the bill. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this letter to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


TREASURY DEPARTMENT, 
Washington, May 29, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H. R. 11255, to clarify. section 1103 (d) of title XI (Federal 
ship mortgage insurance) of the Merchant Marine Act, 1936, as amended. 

Section 1103 (a) of the Merchant Marine Act, as amended, authorizes the 
Secretary of Commerce to insure the interest on and 90 percent of the unpaid 
balance of the principal of eligible vessel mortgages. Section 1103 (d) of the 
Merchant Marine Act, as amended, pledges the faith of the United States to the 
payment of the interest on and 90 percent of the unpaid balance of such insured 
mortgages. Section 1103 (a) also authorizes the Secretary of Commerce to in- 
sure 100 percent of the principal of and the interest on eligible vessel mortgages 
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in the case of special-purpose vessels certified by the Secretary of Defense to be 
essential to the national defense. However, in the latter case, existing law does 
not pledge the faith of the United States to the payment of such insurance and 
H. R. 11255 would add a provision to that effect. 

While the Department believes that a pledge of the faith of the United 
States is generally unnecessary in connection with mortgage insurance programs 
of the Federal Government, the Department would have no objection to H. R. 
11255 since it would make the existing pledge provision coextensive with the 
insurance provided in connection with vessel mortgages. 

The Department has been advised by the Bureau of the Budget that there 
would be no objection to the submission of an identical report on 8S. 5857, an 
identical bill. 

Very truly yours, 
W. RANDOLPIT BuRGESS, 
Acting Secretary of the Treasury. 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
OFFICE OF LEGISLATIVE LIAISON, 
Washington 25, D. C., June 21, 1956. 
Hon. Hervert C, BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on H. R. 11255, a bill to 
clarify section 1103 (d) of title XI (Federal ship mortgage insurance) of the 
Merchant Marine Act, 1936, as amended, has been assigned to this Department 
by the Secretary of Defense for the preparation of a report thereon expressing 
the views of the Department of Defense. 

The bill would amend section 1103 (d) of the Merchant Marine Act, 1936, by 
adding the following clause thereto: 

* * but in the case of special-purpose vessels certified by the Secretary of 
Defense to be essential to national defense, the faith of the United States is 
solemnly pledged to the payment of the interest on and 100 per centum of the 
unpaid balance of the principal amount of each mortgage and loan insured under 
this title if the insurance contract obligates the United States to pay the interest 
on and 100 per centum of the unpaid balance of the principal amount of such 
mortgage or loan.” 

This amendment appears to be consistent with the intent of title XI of the 
Merchant Marine Act, 1956, as amended, and does, in effect, add clarity. 

\ccordingly, the Department of the Navy, on behalf of the Department of 
Defense, recommends enactment of H. R. 11255, 

This report has been coordinated within the Department of Defense in ac- 
cordance with procedures prescribed by the Secretary of Defeuse. 

The Department of the Navy has been advised by the Bureau of the Budget 


that there is no objection to the submission of this report on H. R. 11255 to the 
Ce ress, 


mg 
Sincerely yours, 
N. J. FRANK, Jr., 
Captain, United States Navy, 
icting Director, Office of Legislative Liaison, 
(For the Secretary of the Navy). 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
New York, June 5, 1956. 


Re H. R. 11255, Merchant Marine Act, 1986, as amended—tTitle XI, Federal 


Ship Mortgage Insurance (technical amendment ) 


Hon. Hervert C. BONNER, 
Chairman, Comittee on Merchant Marine and Fisheries, 
House of Representatives, 
Washington 25, D.C. 
DrAr Mr. BoNNerR: The institute desives to go on record as strongly supporting 
the enactment of H. R. 11255 (84th Cong.), which has been referred to your 
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committee for consideration. As you know, this bill would simply amend 
section 1103 (d) of title XI, Federal ship mortgage insurance, of the Merchant 
Marine Act, 1936, as amended, to correct what was obviously an unintentional 
oversight in the drafting of the enabling legislation which was finally enacted 
as Public Law 781 (838d Cong.), approved September 38, 1954. 

H. R. 11255 would, effective as of September 3, 1954, amend subsection (d) 
of section 1103 to read as follows (amendment italicized) : 

“(d) The faith of the United States is solemnly pledged to the payment of 
the interest on and 90 per centum of the unpaid balance of the principal amount 
of each mortgage and loan insured under this title, but in the case of special- 
purpose vessels certified by the Secretary of Defense to be essential to national 
defense, the faith of the United States is solemnly pledged to the payment of the 
interest on and 100 per centum of the unpaid balance of the principal amount 
of each mortgage and loan insured under this title if the insurance contract 
obligates the United States to pay the interest on and 100 per centum of the 
unpaid balance of the principal amount of such mortyage or loan.” 

Since under the present subsection (d) of section 1103 the faith of the 
United States is solemnly pledged to the payment of the interest on and 90 percent 
of the unpaid balance of the principal amount of each mortgage and loan insured 
under title XI in confirmation of the authorization granted the Secretary of 
Commerce in subsection (a), there is no conceivable reason why the faith of 
the United States should not similarly be pledged to the payment of the inter- 
est on the 100 percent of the unpaid balance of the principal amount of each 
mortgage and loan insured under title XI in the case of special-purpose vessels, as 
would be provided by the amendment contained in H. R. 11255. The amendment 
which H. R. 11255 would make in section 1103 (d) would simply confirm the 
authorization which is extended to the Secretary of Commerce by the proviso 
clause in subsection (a), namely, to insure 100 percent of the principal of and 
interest on any eligible mortgage in the case of special-purpose vessels certified 
by the Secretary of Defense to be essential to the national defense. 

It is my understanding that the deficiency in the present subsection (d) of 
section 1108 is acting as a deterrent in connection with the consummation of 
mortgage loan negotiations with the banks with respect to special-purpose vessels 
certified by the Secretary of Defense to be essential to national defense in respect 
to which the Secretary of Commerce is willing to insure 100 percent of the prin- 
cipal of and interest on the mortgage. Accordingly, we urge that H. R. 11255 
be enacted as promptly as practicable. 

We ask that in your deliberations on this proposed legislation you take into 
consideration the views expressed herein, and that this letter be included in 
the record. 

Sincerely yours, 
RAvPH E. Casey, President. 

Mr. Bonner. The subcommittee will please come to order. 

This morning we are having a hearing on H. R. 11255, by Mr. 
Pelly, a bill to clarify title XI of the Merchant Marine Act relating 
to Federal ship-mortgage insurance. 

Although I had planned to defer consideration of this bill for 
another week so that we might devote our full attention today to 
executive session of the subcommittee on a number of pending bills, 
I have been told that prompt action on this bill is desirable to permit 
early conclusion of financial arrangements for the construction of 
certain special-purpose vessels for the domestic trades. 

An identical bill, S. 3857, has been favorably reported out of the 
Senate Committee on Interstate and Foreign Commerce and is pend- 
ing on the Senate Calendar. 

The witnesses today will be Mr. Clarence Morse, Maritime Admin- 
istrator, and Mr. Graydon Andrews, attorney for the General Ac- 
counting Office. 


83111—56-———-2 
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STATEMENT OF HON. THOMAS M. PELLY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WASHINGTON 


Mr. Petty. First, Mr. Chairman, let me express my appreciation 
for your giving me such a prompt hearing. 

Mr. Bonner. We are delighted to have you as a witness this morn- 
ing. 

Mr. Petxy. H. R. 11255 is designed solely to correct a deficiency in 
language in Public Law 781, 88d Congress, which the Comptroller 
General of the United States in a letter to the Federal Maritime Ad- 
ministrator, under date of May 1, 1956, has characterized as “clearly 
the result of inadvertence.” 

As amended by Public Law 781, 883d Congress, the Merchant Marine 
Act, 1936, in sections 1103 (a) and 1103 (b) authorizes the Secretary 
of Commerce to insure 90 percent of the unpaid balance of any vessel- 
construction mortgage or loan, and in the case of special-purpose ves- 
sels certified by the Secretary of Defense to be essential to national 
de fe nse, the Sec retary of Commerce is authorized to insure 100 percent 
of the principal of such mortgages and loans. 

Ilowever, section 1103 (d), while pledging the faith of the United 
States to the payment of 90 percent of the unpaid balance of each 
mortgage and loan insured under the title, omits any reference to the 
100-percent guaranty authorized in sections 1103 (a) and 1103 (b) 
for special-purpose vessels. 

This omission in section 1103 (d) raised a question which the Mari- 
time Administrator sought to resolve by a formal request to the 
Comptroller General of the United States for an opinion as to author- 
ity to issue such 100-percent insurance. In his answer to the Maritime 
Administrator, dated May 1, 1956, the Comptroller General stated : 

* * * inasmuch as the failure to provide a correlative amendment to subsection 
1103 (d) was clearly the result of inadvertence, you are authorized under title 
XI to effectively insure 100 percent of the principal of and interest on mortgages 
and loans on special-purpose vessels. 

That clear-cut finding would certainly seem to have resolved the 
problem. However, despite that finding, officials of lending institu- 
tions have been reluctant to Jend large sums of money where any 
semblance of doubt exists. Consequently, it is considered desirable to 
rectify legislatively the deficiency in section 1103 (d) to bring it into 
conformity with what was undoubtedly the intent of Congress in 
approving the provisions of Public Law 781, 83d Congress. 

I might say, Mr. Chairman, that this is a companion ‘bill to S. 3857 
which was introduced in the other body by the senior Senator ‘from 
the State of Washington, Senator Magnuson. 

The Interstate and Foreign Commerce Committee of the Senate, I 
understand, reported un: :nimously i in favor of S. 3857, and it is now in 
the other body on Calendar 2084. 

I am further informed that the majority policy committee of the 
Senate has found that there is no opposition anticipated to calling 
up S. 3857 today. 

I have no pride of authorship in this bill. I would like to expedite 
it in the interests of some special construction of ships which the 
Maritime Administrator is negotiating with the Alaska Steamship 
Co. as it would be very helpful, so that I do again express my appre- 
ciation for your giving this such an early scheduling, and I would 











FEDERAL SHIP MORTGAGE INSURANCE 7 


suggest that if the committee deems it feasible that they authorize 
you to report it out favorably and to either accept the Senate bill and 
its number, or anything that would aid in enacting it into law as 
speedily as possible. 

Mr. Bonner. I am greatly impressed with the testimony given. 

Do I understand that this merely clears up companion situations in 
the various acts? 

Mr. Petiy. It does, although it may not be necessary, according to 
the Comptroller General, to clarify the law. Nev ertheless, the attor- 
neys for some of the large financial organizations felt that such large 
sums were involved that they would ‘prefer to have this clarifying 
language included. 

Mr. Bonner. The Comptroller General has more or less agreed 
to it but feels it is unnecessary to put this in. Private industry 
considers that it is safer if this act is passed; is that correct ? 

Mr. Petry. Mr. Chairman, I might say that the Comptroller Gen- 
eral has recommended favorable consideration of this bill and like- 
wise the Secretary of Commerce has stated that their Department 
interposes no objection, and also reported that the Bureau of the 
Budget had advised that there would be no objection to the sub- 
mission of the letter on behalf of Mr. Weeks, the Secretary of Com- 
merce. 

Mr. Bonner. What I had in mind is that this is merely a clarifi- 
cation. 

Mr. Petty. That is correct. 

Mr. Bonner. A clarification of some of the entanglements that 
exist at the present time. 

Mr. Petiy. Yes; it just spells out more clearly the intent of Con- 
gress. 

Mr. Bonner. Mr. Tollefson, do you have any questions # 

Mr. Tottrrson. Well, I am at least happy that the language which 
is put in was understood by the departments of Government, even 
if it was not understood by some of the outside gentlemen. 

I have no further questions, Mr. Chairman. 

Mr. Bonner. Mr. Allen ? 

Mr. Aen. I have no questions. 

Mr. Bonner. Mr. Van Pelt? 

Mr. Van Penr. I have no questions, Mr. Chairman. 

Mr. Bonner. Thank you very much, Mr. Pelly. 


Mr. Petty. Thank you, Mr. Chairman, and gentlemen of the com- 
mittee. 


STATEMENT OF HON. CLARENCE G. MORSE, MARITIME 
ADMINISTRATOR 


Mr. Bonner. Now, the chairman of the Maritime Administration 
has a statement to make. 

Mr. Morse. Good morning, gentlemen. I have a prepared state- 
ment here which I wold just merely like to introduce in the record. 

Mr. Bonner. Without objection it may be included. 


(The statement referred to is as follows:) 
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STATEMENT BY CLARENCE G. Morse, MARITIME ADMINISTRATOR, ON BEHALF OF 
rie MARITIME ADMINISTRATION AND THE DEPARTMENT OF COMMERCE 


Gentlemen, the bill H. R. 11255 would amend section 1103 (d) of the 1936 act 
expressly to provide, as of the effective date of Public Law 781, 83d Congress, that 
the faith of the United States is pledged to the payment of 100 percent of the 
unpaid principal of loans and mortgages on special-purpose vessels. 

Before the enactment of Public Law 781, 88d Congress, title XI of the Merchant 
Marine Act, 1936, as amended, authorized the Secretary of Commerce to insure 
against loss 90 percent of the unpaid principal of any ship loan or mortgage eli- 
gible for insurance under that title. 

Public Law 781, 83d Congress, amended title XI of the 1936 act to authorize, 
in addition to insurance of 90 percent of the unpaid principal of ship loans and 
mortgages, the insurance of 100 percent of the unpaid principal of loans and 
mortgages, on special-purpose vessels certified by the Secretary of Defense to be 
essential to the national defense, and the insurance of 100 percent of the interest 
on all eligible ship loans and mortgages. 

Section 1103 (d) of title XI which was added by Public Law 781, 83d Congress, 
provides that the faith of the United States is solemnly pledged to the payment 
of the interest on and 90 percent of the unpaid balance of the principal amount 
of each loan and mortgage insured under this title. This provision was contained 
in the bill (H. R. 9987) which finally became Public Law 781 when the bill was 
introduced. The provision authorizing insurance of 100 percent of the unpaid 
principal of loans and mortgages on special-purpose vessels, however, was not 
contained in the original bill but was added during congressional consideration 
of the measure and inadvertently no corollary change was made in section 1103 
(d) so as to pledge the faith of the United States to the payment of 100 percent 
of the unpaid principal of mortgages and loans on special-purpose vessels. 

The addition of section 1103 (d) to title XI by the original bill (H. R. 9987) 
was not, in the opinion of the Department, absolutely necessary. Apparently the 
purpose of the provision was to show that any insurance contracted for would not 
be payable solely from the revolving fund created by section 1102 of the act, but 
would be a general obligation of the United States. This was, in fact, already 
accomplished by section 1109 of the act which authorized such appropriations as 
are necessary to carry out the purpose of the act. The provision, nevertheless, 
was useful in providing further assurance to financial institutions that any in- 
surance contracted for would be a general obligation of the United States. 

The legislative history of Public Law 781, 83d Congress, shows that Congress 
intended that the insurance of 100 percent of the unpaid principal of loans and 
mortgages on special-purpose vessels should be a general obligation of the United 
States, and the Comptroller General has so ruled. The bill would conform sec- 
tion 1103 (d) expressly to the congressional intent, would give further assurance 
to prospective lenders that all of the insurance on special-purpose vessels is a 
general obligation of the United States, and would, therefore, facilitate the 
private financing of ship loans and mortgages. 

The Department would interpose no objection to enactment of the bill. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this statement to your committee. 


Mr. Morsr. Congressman Pelly has accurately stated the problem 
here and the solution of it, and we concur in the recommendations he 
makes. 

Our statement has been cleared by the Bureau of the Budget. It 
is simply a clarification of an oversight in the original draftsmanship, 
and it is broad enough to cover all special-purpose vessels. It is not 
limited to the Alaska Steamship situation as might have been inferred 
from Mr. Pelly’s statement. 

Mr. Bonner. Does it have anything to do with passenger vessels? 

Mr. Morse. It does not include passenger vessels unless they are 
determined to be special-purpose vessels. 

Mr. Drewry. Mr. Morse, last week, the chairman introduced a bill 
which would enlarge title XI, or, I think, rather, clarify the intent 
of title XI to include passenger vessels in some categories as special- 
purpose vessels. You agency has never gone so far as to include 
passenger vessels in that category ¢ 
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Mr. Morse. Yes, that is correct; we have not. 

Mr. Drewry. You do not feel that they are in that category ‘ 

Mr. Morse. We have not staffed out that problem, so I could not 
give you a definitive answer, but my offhand view is with the back- 
eround of the legislative hearings and the legislation, that passenger 

vessels would not be special-pur pose vesse ls. 

Mr. Bonner. Well, what is the definition of a special-purpose 
vessel ¢ 

Mr. Morse. I do not have the legislation in front of me, but as I 
recall it, the principle of the thing is that it was intended to cover 
new developments more than typical existing ships. It was an added 
inducement to encourage construction by pr is ate operators of vessels 
of a type which were not proven out and where they pegeared some 
additional financial assistance. 

Mr. Bonner. Well, now, give us an illustration of what you mean. 

Mr. Morse. In rebuilding for a specific mission, or where we are 
building vessels as being special-purpose vessels. 

Mr. Bonner. Would the seven vessels that Moore-McCormick is 
building of the Freedom class be considered special-purpose vessels / 

Mr. Morse. No; they are just typical cargo vessels. 

Mr. Bonner. It would be entirely something new then, which has 
not been built heretofore ¢ 

Mr. Morse. I am not sure that the bill is so restrictive, but it is my 
impression that its primary purpose was for making special pro- 
vision for special-purpose vessels. 

Mr. Bonner. It is felt that you do have the necessary authority at 
the present time but private industry does not feel that the authority 
exists, and this would clarify it 

Mr. Morse. The intention of H. R. 11255 is to correct an obvious 
deficiency existing in the bill itself. Counsel for private financing 
institutions were just being technical. They are bending over bac kk 
ward technically to — safety to their clients. This bill, H.R. 
11255 is one which I am sure no one has any objections to having 
adopted. It is merely a corrective measure. / 

Mr. Bonner. Are there any more questions, gentlemen ? 

Mr. Touierson. I think the view ot the Maritime Administration at 
the time consideration was being given to the construction of high- 
speed tankers was that those were not special-purpose vessels 4 

Mr. Morse. We took the position with respect to those tankers to 
be built and chartered to MSTS that they were not special-purpose- 
type vessels. 

Mr. To.titerson. How about the trade-in and build tanker measure; 
how about tankers that were built under it / 

Mr. Morse. They were just ordinary tankers in our thinking and 
would get only 90 percent mortgage insurance. 

Mr. Totterson. There were those on the committee who felt that 
the high-speed tankers, particularly those to be chartered to MSTS, 
were special-purpose vessels, the general thought being that they were 
designed primarily to serve the mnilit: ary, and that nothing couid be 
more special-purpose than that, but the Maritime Administration 
never went along with that thinking, as I recall it. 

Mr. Morse. You recall correc tly, “Mr. Tollefson. 
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Mr. Totierson. I took it up merely to get in the record that the 
Maritime Administration has taken a conservative view of the legisla- 
tion. 

Mr. Morsr. That is correct. 

Mr. Torterson. That is all, Mr. Chairman. 

Mr. Bonner. Referring to the unpaid principal on the mortgage, 
just what portion of the cost of the vessel would this 100 percent insure ? 

Mr. Morse. In the case of vessels that do not receive a construction 
subsidy, it would be 100 percent, or 8714 percent. In other words, in 
such a case, there would have to be a 1214 percent downpayment on 
the vessel, and the remainder would be 8714 percent of the cost of the 
vessel and the mortgage insurance would be 100 percent of that re- 
maining 8714 percent. 

Mr. Bonner. One hundred percent? 

Mr. Morse. Yes, sir. 

Mr. Bonner. That would be true in all cases? 

Mr. Morse. On vessels receiving a construction subsidy the down- 
payment must be 25 percent of the cost of the vessel. 

Mr. Bonner. Paid by the private operator ? 

Mr. Morse. Yes, sir, by the private operator. 

Mr. Bonner. So it wouid be 100 percent of 75 percent of the cost 
of the vessel ? 

Mr. Morse. In that instance; yes, sir. 

Mr. Auten. Mr. Chairman? 

Mr. Bonner. Mr. Allen. 

Mr. Auten. The downpayment on the vessel is 25 percent of what 
the operator puts in, but in addition to that sum there 1s a Government 
subsidy which would be possibly another two-thirds of what the 
operators pay; is not that correct ? 

Mr. Morse. On a vessel built with a construction subsidy at a cost 
of $10 million, the subsidy would be roughly $4 million. Therefore, 
the operator would pay $6 million for the vessel. He would pay 25 
percent of that $6 million down, or $1,500,000, and the balance of 
$4,500,000 would be subject to a mortgage. 

Mr. Atien. And what percent would the mortgage be on that ? 

Mr. Morse. If it were a special-purpose vessel, it would be 100 per- 
cent on that $4,500,000. If it were just an ordinary vessel, it would 
be 90 percent of that $4,500,000 in mortgage insurance. 

Mr. Auten. But in the case of a subsidized vessel, there would be 
a mortgage of $4,500,000 on a vessel costing $10 million. In the case 
of the Alaska Steamship Co., I believe there is no subsidy involved 
there. 

Mr. Morse. Yes, sir; that is correct. 

Mr. Auten. Therefore, the mortgage there is 8714 percent of the 
$10 million ? 

Mr. Morse. Yes, sir; that is correct. 

Mr. Bonner. So, the Government is well protected ? 

Mr. Morse. I think the Government is well protected in each in- 
stance, whether it is a subsidized vessel or a nonsubsidized vessel be- 
cause there is a substantial downpayment made in either event. 

Mr. Bonner. There is a downpayment of 1214 percent or of 25 per- 
cent which is a protection for the  bemoandeatag 

Mr. Morse. Yes, sir, that is correct. 
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Mr. Bonner. And there would be 100 percent insurance for that 
part of the mortgage / 

Mr. Morse. Yes, sir; that is true, Mr. Chairman. 

Mr. Totterson. As a matter of fact, there is a place where the Gov- 
ernment would make quite a little money on the interest charge ¢ 

Mr. Morse. We do make money on our mortgage insurance. We 
charge one-half of 1 percent on the face of the mortgage for the in- 
surance but, in fact, the Government would be ahead of the game if the 
mortgage were foreclosed. We would take over at 8714 cents on the 
dollar or 75 cents on the dollar. 

Mr. Bonner. The mortgage on the unpaid balance is the first 
mortgage and you have the second mortgage ¢ 

Mr. Morse. No; the mortgage insurance we are talking about is 
the first mortgage on the vessel. 

Mr. Bonner. And you have the second ? 

Mr. Morse. We are talking about the insurance mortgage. 

Mr. Bonner. That is right. 

Mr. Morse. It is usually the first mortgage. 

Mr. Bonner. Are there any further questions? Do you have any 
questions, Mr. Boykin ? 

Mr. Boyrxrn. No. 

Mr. Bonner. Mr. Van Pelt ¢ 

Mr. Van Petr. No. 

Mr. Bonner. Mr. Robeson ¢ 

Mr. Rosrson. I have no questions. 

Mr. Bonner. Mr. Drewry ¢ 

Mr. Drewry. Mr. Morse, what is your view on the desirability of 
100 percent mortgage on passenger vessels? In view of their expense 
and the length of time that it takes to build them and their military 
utility and various other things, they cannot be used for anything 
other than as passenger vessels or for carrying troops. Is there any 
position of the Maritime Administration on that? 

Mr. Morse. No; I am tonguetied for the moment. We have not 
had an opportunity to thresh it out with the Department or with the 
Bureau of the Budget. 

Mr. Drewry. Do you have any personal feeling about it ? 

Mr. Morse. I think Congress has previously indicated their think- 
ing on the matter in respect to nonrecourse loans on passenger vessels, 
giving them special consideration which is not available to other types 
of vessels. 

Mr. Drewry. I think the Navy has recently come out with a state- 
ment that there was actually a deficiency in the merchant marine 
today of 15 large passenger vessels. I was wondering if such an 
amendment were made as “proposed in Mr. Bonner’s bill, whether it 
would bring about any new passenger units in the fleet ? 

Mr. Morse. It would assist. Whether new vessel construction 
would be the direct result, I would hesitate to say that. 

Mr. Bonner. You said it would give them benefits not accorded 
to others. I do not understand that. 

Mr. Morse. On passenger vessels, as I recall, they are one type of 
vessels on which the Government will give a nonrecourse mortgage. 
So, in the event of a foreclosure, the Governments secur ity is limited 
to the vessel and there would be no personal liability of the operators 
over and above the value of the security. 
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Mr. Bonner. And that is not accorded in other cases / 

Mr. Morse. That is correct. 

Mr. Bonner. And that is the reason that you are not in a position 
to make a statement as to 100 percent on that type of vessel 

Mr. Morse. No: the reason I am unable to make a statement 
officially is because we have not had an opportunity to check it out 
with the Commission. 

Mr. Bonner. In other words, you would have to decide on a policy ¢ 

Mr. Morse. Yes. 

Mr. Bonner. | understand. 

Mr. Robeson, do you have any questions / 

Mr. Roneson. No, thank you, Mr. Chairman. 

Mr. Bonner. Mr. Boykin‘ 

Mr. Boykin. No, thank you. 

Mr. Bonner. Thank you very much, Mr. Morse. 

The next witness is Mr. Miller of the General Accounting Office. 


STATEMENT OF MELVIN E. MILLER, ATTORNEY, GENERAL 
ACCOUNTING OFFICE 


Mr. Miniter. Mr. Chairman, and members of the committee, I am 
Melvin FE. Miller, attorney for the United States General Accounting 
Office. 

i do not have a prepared statement and I am present today for the 
purpose of ¢ larifying any questions which may have arisen as a result 
of the Comptroller General's report to the committee on H, R. 11255. 

As you are aware, the Comptroller General pointed out therein that, 
in his opinion, the legislative history and the amendments to title 
XI, specifically Public Law 781 of the 83d Congress, clearly estab- 
lishes that the failure to provide specific authorization therein simi- 
lar to that now under consideration was an inadvertence, and based 
on such conclusion, he advised the Maritime Administrator on May 1 
1956, that authority existed to insure 100 percent of the principal and 
interest on mortgages and loans on special-purpose vessels. 

It is our understanding that notwithstanding that decision of May 
1, 1956, the enactment of clarifying legislation, such as is presently 
proposed, would facilitate private finane ing under title XI and for that 
reason we have recommended favorable consideration of H. R. 11255. 

1 will be glad to attempt to answer any questions that the committee 
may have. 

Mr. Bonner. In this last paragraph of the letter of May 1 addressed 
to the Administrator, you, in effect, are authorizing them to go ahead 
with the 100 percent loan. 

Mr. Mitier. In effect, that is correct. 

You see, it is our understanding that he has the authority to insure 
up to 100 percent under the present Jaw. 

Mr. Bonner. Notwithstanding the technicalities that have ap- 
peared ? 

Mr. Miuuer. Yes, sir; that is correct. 

Mr. Bonner. The technicalities relating to private loans? 

Mr. Mitier. That is correct. 

Mr. Bonner. So, this is just bringing the whole thing to a head 
and clarifying it entirely in one act ? 
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Mr. Mutter. It would put the minds of the financial institutions at 
rest. 

Mr. Bonner. Are there any questions ? 

Mr. Totterson. Did the General Accounting Office have any ditfli- 
culty in reaching its conclusion ¢ 

Mr. Minter. I would say “No.” In view of the legislative history 
of Public Law 781, it was quite obvious that the only reason specific 
authority was not granted for insuring 100 percent was an oversight. 

Mr. Touiterson. That is all. 

Mr. Bonner. Mr. Thompson ? 

Mr. Tuompson. I have no questions, Mr. Chairman. 

Mr. Bonner. Mr. Boykin ? 

Mr. Boykin. No. 

Mr. Bonner. Mr. Allen ¢ 

Mr. Atien. I have no questions, Mr. Chairman. 

Mr. Bonner. Mr. Van Pelt? 

Mr. Van Petr. No. 

Mr. Bonner. Thank you very much, Mr. Miller. 

Mr. Miniter. Thank you, Mr. Chairman and gentlemen of the com- 
mittee. 

Mr. Bonner. That will conclude the hearing on this bill. 

(Thereupon, the subcommittee went into executive session. ) 


$3111—56——-3 
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WEDNESDAY, JUNE 20, 1956 





House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHanr MarINE OF THE 
CoMMiTTEE ON MercHant Marine AND FISHERIES, 
Washington, D. C. 
The subcommittee met, pursuant to notice, at 10 a. m., Hon. Her- 
bert C. Bonner (subcommittee chairman) presiding, for considera- 
tion of H. R. 11554. 
(The bill follows:) 


[H. R. 11554, 84th Cong., 2d sess. ] 


A BILL To amend certain provisions of title XI of the Merchant Marine Act, 1936, as 
amended, to facilitate private financing of passenger vessels in the interest of national 
defense, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1103 (a) of the Merchant Marine 
Act, 1936, as amended, be further amended by amending the proviso clause to 
read as follows: “Provided, That in the case of special-purpose vessels certified 
by the Secretary of Defense to be essential to national defense, and in the case 
of passenger vessels having the tonnage, speed, passenger accommodations, and 
other characteristics set forth in title V of this Act, as amended, the Secretary 
of Commerce may insure 100 per centum of the principal and interest on any 
such mortgage eligible for insurance as hereinafter provided and upon such 
terms as the Secretary of Commerce may prescribe. 

Sec. 2. That section 1103 (b) of the Merchant Marine Act, 1936, as amended, 
be further amended by amending the proviso clause to read as follows: Pro- 
vided, That in the case of special-purpose vessels certified by the Secretary of 
Defense to be essential for national defense, and in the case of passenger vessels 
having the tonnage, speed, passenger accommodations, and other characteristics 
set forth in title V of this Act, as amended, the Secretary of Commerce may 
insure 100 per centum of the principal and interest on any such loan eligible 
for insurance as hereinafter provided and upon such terms as the Secretary of 
Commerce may prescribe. 


The CuatrmMan. The committee will come to order. The first bus- 
iness before the committee this morning is the consideration of H. R. 
11554, a bill to amend certain provisions of title XI of the Merchant 
Marine Act, 1936, as amended, to facilitate private financing of pas- 
senger vessels in the interest of national defense, and for other 
purposes. 

The first witness is Mr. Bernstein. You may proceed, Mr. 
Bernstein. 


15 
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STATEMENT OF ARNOLD BERNSTEIN, PRESIDENT OF ARNOLD 


BERNSTEIN LINE, INC., ACCOMPANIED BY JOSEPH KLAUSNER, 
ATTORNEY 


Mr. Bernsrers. Mr. Chairman and gentlemen of the committee, I 
am Arnold Bernstein. Iam president of Arnold Bernstein Line, Inc., 
and I appear here in support of AH. R, 11554. 

I have here a prepared statement and I would like to ask, Mr. 
Chairman, if I should read it, or if I should make a short résumé of it. 

The CHatrMan. z ou may read it. 

Mr. Bernsretx. Under this bill the Secretary of Commerce would 
be authorized to insure 100 percent of the outstanding mortgage on 
the construction or reconstruction of passenger vessels defined in ac- 
cordance with title V of the Merchant Marine Act, 1936, as amended. 
At present the Secretary’s authority is limited to insuring 90 percent 
of such mortgage. This amendment has become of critical importance 
because the Administration has adopted a firm poley of declining 
to make mortgage loans with Federal funds under the long standing 
wuthority of title V of the act. In the case of my own company I ean 
state definitely that the enactment at this session of H. R. 11554 is 
essential to the successful commencement of operations, with the im- 
mediate prospect of bringing out an important passenger unit in 
1957. 

At this date it is not necessary to review the insufficiency of Ameri- 
can-flag passenger service, especially to Europe. This hearing itself 
expresses the concern of the committee over this situation. I do not 
speak with authority of the national defense aspects of the problem. 
Like all others closely concerned with shipping, however, I am aware 
that the highest military and political personages have reported the 
inadequacy “of the operating passenger fleet to meet defense needs at 
the outbreak of hostilities. The chairman of this committee has re- 
ported the latest declaration on this subject in his statement introduc- 
ing H. R. 11554. 

As to the commercial aspects of the inadequacy of our fleet, I may 
lay claim to some knowledge and judgment. 

We know that in the broadest sense we have insufficient passenger 
service to Europe under American flag. Of a commercial fleet 
which includes as many as 45 ships to north Europe alone, just 2 fly 
the American flag, and 1 of them has reached an age requiring early 
replacement. In 1954 we carried 18 percent of the total north 
Europe passenger movement. On at least two of the trade routes de- 
termined as essential by the Secretary of Commerce there is no Ameri- 
can passenger service whatsoever. The 2 American ships are obliged 
to spread themselves over 3 other trade routes covering the English 
and French Channel ports and Germany. 

To me, however, the most striking phenomenon in this whole 
problem is the defici ienc y in tourist- class service. 1 ,erhaps I can con- 
vey an impression of the importance of this class of movement. by 
pointing out’ to the committee that at the present time the tourist- 
class passengers represent 50 percent of the total movement in the 
North Atlantic In 1954, according to the Maritime Administration, 
there were 250,000 tourist accomodations sold of a total of somewhat 
less than 500,000 of all classes moving between New York and north 
Europe. Even more significant is the fact that between 1951 and 1954, 
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practically the entire increase in traffic has been in the tourist class, 
which has grown by 136 percent in that very short time. One hundred 
and fifty-seven thousand tourist-class passengers moved in 1951 as 
compared with 371,000 in 1954. Corresponding advances have cer 
tainly been made in 1955 and 1956 also. 

L lay claim to intimate knowledge of tourist-class traflic. 

Since the entrance of the Arnold Bernstein Line, Inc., into the trans- 
atlantic business in 1933, I have devoted myself to the development of 
low-priced comfortable tourist vessels. I never was satisfied that 
ocean travel is only for the wealthy, and that hundreds of thousands 
of Americans should not be able to see E urope, its places of culture, 
history, and beautiful playgrounds, because the steamship lines offer 
only either expensive accommodations out of the reach of the average 
American or else substandard tourist berths, restricted to crowded and 
uncomfortable quarters incompatible with the American way of life. 

My first offer to the public was in 1933, in the depth of the depres- 
sion, a l-class vessel with 2-berth cabins and a round-trip rate of 
$170. This was an immediate success, and encouraged me to add one 
tourist vessel after another, until the combined Bernstein-Red Star 
Lines in 1935 had weekly sailings between New York, Antwerp, Rot- 
terdam with 5 combination passenger and cargo vessels with 2,000 
tourist berths (3 times as many tourist berths as the whole Ameri- 
can tourist capacity in the North Atlantic at present). 

However, the tremendous de ‘velopment in the tourist traffic between 
the United States and Europe has far outstripped even my expecta- 
tions. 

There are three major reasons for this great development: 

1. Continued high-level prosperity here which has enabled a 
broad segment of the public to satisfy the desire for travel and to take 
trips of longer than normal duration. 

The placement into service of several tourist-class ships which 
provide excellent accommodations to medium income class groups, 
thus making “a trip to Europe” within the means of many who previ- 
ously could not seriously consider such a vacation. 

Widened public interest in Europe following - orld War II, stim- 
alnted in part by returning troops and in part by the publicity at- 
tending various appeals for relief and assistance for civilian pop- 
ulations. 

However, a description of the development of tourism to Europe 
would be incomplete without taking air traflic into consideration. In 
fact, air traffic to Europe is the best illustration of what a tremendous 
field is waiting for development, neglected by the transatlantic ship- 
ping lines and nearly completely missed by the American flag. 

The New York Times of May 27, 1956, writes as follows: 

Tourist air traffic got off the ground so fast that the lines had troub le keep- 
ing up with the demand. It now carries more passengers than first class, and 
produces more revenue. IATA figures for the North Atlantic for one show a 
total of 189,678 first-class passengers and 462,579 tourist-class passengers. 

The history of postwar tourism has shown that the great American market 
lies among the millions of people who have to count their pennies, but whose pen- 
nies, when added up at the end of the year can put an airline, a steamship line, 
a hotel, and a national tourist industry on the profit side of the ledger. This 
being so, the quicker air fares can be reduced, the quicker air travel will be 
able to harvest this market potential. 


And this goes for shipping as well. 
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The United States Government has been aware of the great possi- 
bilities offered by tourist traffic for the deve lopment of the American- 
flag service. A report submitted by the Postwar Planning Committee 

; far back as June 15, 1946, reads as follows: 

It is an axiom of transportation that it can be expanded indefinitely provided 
the public is offered attractive service at a price which it is able to pay. 

The large vessel, in comparison with the airplane, is more a mobile hotel than 
a transportation vehicle. The first-class passenger is asked to pay $50 or $60 
a day more for his room and board than the third-class passenger. This spread 
in fares is disproportionate to that of American hotel practice. It suggests 
the possibility of developing an efficient vessel in which transportation, rather 
than luxury, is the prime consideration * * *. 

We have hardly scratched the surface of the American travel market. There 
are millions of persons waiting to take sea trips if we can reduce costs. American 
vessels, built largely with public money, should take the lead in bringing ocean 
travel within reach of the average citizen. Increased travel will contribute to 
our understanding of international affairs. It will also give the taxpayers an 
opportunity to see their merchant marine in action. 

[ also cite a statement of the Department of Commerce to the United 
States Maritime Commission reading in part as follows: 

It is obvious that unless and until transatlantic passenger transport facilities 
are considerably increased, and unless and until the potential and as yet virtually 
uniouched United States low-cost travel market can be developed, through pro- 
vision of adequate low-cost transportation, it will be impossible for the respon- 
sible agencies of this Government to fully carry out the congressional mandate 
to facilitate and encourage the promotion and development of travel by citizens 
of the United States to and within the so-called Marshall-plan countries. 

However, the development of the American flag in this direction, 
contrary to all good intentions, shows a sad picture. Two vessels 
spread their service over the ports of the whole of North Europe 
from Cork to Cherbourg to Bremen and Hamburg in comparison to 
11 foreign-flag vessels and still worse with only 708 tourist berths 
against more than 14,000 of the competing foreign lines. It is no 
wonder that the United States flag vessels, traveling full, carry only 
1S percent of the total North Europe passenger movement and only 
13 percent of the tourist traffic. 

The demand for low-priced tourist berths proves that special ef- 
forts are necessary to secure a proper share of the continuously grow- 
ing tourist business for American shipping, and to make use of the 
golden opportunity to bring American tourist vessels into the trade 
where they are urgently needed, and where they will find, for long 
years to come, lucrative employment. The foreign lines have not 
missed the opportunity. All the tonnage brought into service since 
1950 has been built on this basis, and the 100 percent success of the 
modern tourist vessels S. S. Maasdam, S. S. Ryndam, and S. S. 
Olympia is the a proof of the growing demand for Such vessels. 
In the coming year, Holland- America will bring out a third tourist 
vessel Statendam, lated that line a tourist capacity of 3,000 berths. 
The Kungsholm, Oslofjord, and the latest Bergensfjord are modern 
tourist vessels of the Norwegian and Swedish lines. 

However, even those modern vessels are only a step in the right di- 
rection. The rapid development of the international economy and 
the rising standard of living urge the operators to new efforts to stay 
abreast of demand and competition. The great competitor of the 
steamship lines, the air service with its marvelous development, dic- 
tates the tempo and the sea traffic can only participate in the coming 
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travel era if it offers to the tourist what he most desires, more even 
than speed, and that is comfort and low price. 

The sea cannot compare with the air in regard to speed. Speed 
in the air seems to have no limit and who knows if the 6-hour crossing 
time of the coming jets will not be considered as slow a few years from 
now. 

However, the American vacationist compares the money he spends 
for a couple of hours air travel against what he gets even for less 
money in 7 crossing days, and he considers the time spent on the ocean 
not as lost but as an important and enjoyable part of his travel pro- 
gram provided that the ship offers him the comfort he has in his home 
at a rate he can afford. The most modern tourist vessels like the 
S. S. Maasdam and the 8S. 8. RP yndam | have supplied some of the 
features necessary to attract ocean trave lers. The tourist cabins are 
midship and the social rooms adequate. Ilowever, what was 4 years 
ago outstanding is already not enough. 

The miracle of the American economy has raised the number of 
families with an average income exceeding $4,000 per annum (the 
tourist-class travel source) from 15 percent of the total families in 
1945 to 47 percent in 1955. In 20 years the disposable personal in- 
come has risen from 58 billion to 267 billion dollars. Concur rently 
rose the standard of living, especially in housing. 

If the American flag intends to recapture at least partly r its lost 
position, now is the time to bring out vessels which would make the 
majority of the existing tourist accommodations obsolete and which 
would enjoy a leading position in the tourist market. Maritime has 
given technical approval to the first vessel which the Arnold Bern- 
stein Line will bring out. This completely new type tourist vessel 
has these main features: 

Seven-day crossing. 

Seventy percent of the total capacity can be berthed in cabins for 
two. 

Each cabin with toilet and shower. 

The whole ship air-conditioned. 

Fully glass-enclosed, heated promenade deck. 

Ballroom, smoking room, lounge, writing room, cardroom, gym- 
nasium, movie theater, and all the other conveniences usu: lly found 
only in first class. 

We start with a round-trip rate of $355, New York-Belgium-Hol- 
land, and the average rate will be $380. 

I should like also to stress the special-cargo features of the new 
vessel. As you know, the high capital cost of passenger ships and 
their high operating cost m: ake it imperative to keep port time at 
a minimum. There is usually not enough time to carry substantial 

cargo, therefore. Our vessel will make special innovations here, too. 
We shall be the first passenger ship to carry container cargo only. 

Instead of the usual 15 to 18 tons per hatch per ae we shall 
triple this amount, at lower handling costs, and still save time, while 
lifting as much as 2,500 tons. 

We will not stand still in our efforts to secure a firm premen in the 
North Atlantic tourist market. We have plans already on the draw- 
ing board for the second vessel, which would permit us to lower the 
round- -trip rate even further. Lower rates and shortening of the 
travel time (possibly in cooperation with the air, by offering 1 leg 
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by sea and 1 by air) will create new opportunities for many thousands 
of travelers and thereby enable the line to bring additional tonnage 
into service. 

However, such a program can only succeed if the United States 
Government, in full understanding of this great opportunity, lends 
a helping hand to give new enterprises a start. The existing lines 
are fully extended with their replacement programs, and new enter- 
prises and capital which will expand the fleet need assistance. Espe- 
cially for new rs tes entering for the first time a highly competitive 
and unknown field, it is of the greatest importance to be assured of 
the interest and help of the Government. A modern tourist vessel, as 
outlined above, is highly specialized for her specific purposes and the 
combination of comfort and efficiency demands a capital investment, 
figure ton for ton, three times as high as for a cargo vessel or tanker. 

We had hoped that our operation would be financed in the same 
way that afforded the original foundation for the many great Ameri- 

‘an lines, both subsidized and unsubsidized. For almost 20 years the 
Reverses was the source of construction loans under title V of 
the Merchant Marine Act. However, the policy of the administration 
has been to induce private lending to the greatest possible extent. On 
the basis of my own experience it appears that the private lending in- 
stitutions require cash collateral to the full extent of the uninsured por- 
tion of the mortgage. They are not willing to accept any unprotected 
portion of the risk. This is obviously a ‘burden even for the older 
lines which have built up their equity and reserve funds partly with 
the aid of private Government mortgages and which are therefore in 
a stronger financial position. A new enterprise building up from 
scratch is much handicapped. Such a line must, under present con- 
ditions, maintain a substantial portion of its capital in a practically 
unproductive and sterilized condition, solely as collateral. Without 
developing the point at length, it is obvious also that this has adverse 
effects on necessary expansion programs and upon even the Govern- 
ment’s share of the profits in the form of recapture. 

At small theoretical risk the Government can greatly ease the posi- 
tion both for the existing lines and for new enterprises by increasing 
mortgage insurance from 90 to 100 percent. The administration 
would still be able to avoid seeking appropriations. I believe I can 
say definitely that the availability ‘of such 100- percent insurance will 
enable our line to start, and to accelerate our program of new construc- 
tion to reach our goal of weekly sailings. The committee will bear 
in mind that our program is to bring 3 modern tourist vessels into oper- 
ation within 5 years, with a tot: al tonnage of approximately 60,000 
tons, employing approximately 1,000 American sailors, and with ac- 
commodations for 3,000 tourists. 

I would like to close by thanking the chairman of the committee that 
I had a chance to make my statement here. 

The CrarrMan. Do you have any questions, Mr. Tollefson ? 

Mr. Totierson. Mr. Bernstein, in hearings on similar proposals in 
the past, we heard testimony to the effect that operators desiring to 
build under the old insurance Jaw had sought private financing and 
were unable to get it under the 90-percent provision. Would it be fair 
toask you if you sought to obtain private financing ? 
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Mr. Bernstern. We sought private financing and we will be able to 
arrange private financing if we get 100 percent. Without it we are 
forced to provide for the uncovered 10 percent with collateral. 

Mr. To.tterson. Have you been turned down on the 90 percent / 

Mr. Bernstern. No; we did not continue or finish our negotiations, 
of course, because we found out we would have to put up 10 percent 
collateral. We tried that question to see if there is any possibility 
under title V. 

Mr. Toiierson. Your statement is to the effect that the private 
financial institutions were not willing to accept any unprotected por- 
tion of the risk ¢ 

Mr. Bernstein. Yes. 

Mr. To.ierson. So that, in effect, they turned you down ? 

Mr. Bernstein. Turned me down for anything in excess of the 10 
percent, which is insured by the Government. 

Mr. Totiterson. Do you feel that if this proposal is enacted into 
law that the Government will be taking any great risk ? 

Mr. Bernstretn. No: I do not feel they would. 

Mr. Toutuerson. And, as a matter of fact, the financial institutions 
would not be taking any great risk either. 

Mr. Bernstein. No; they would not be doing that. It is just a ques- 
tion of how much capital shall be sterilized for the purpose of provid- 
ing collateral of 10 percent, which amounts, in the case of the first ship, 
to a substantial amount, and in the development of a line, to a great 
amount. 

Mr. Totuerson. As a matter of fact, as far as the private financial 
institutions are concerned, is it not true that they have very many other 
places to put their money that are preferable to this sort of financing? 

Mr. Bernstein. The 20-year investment is not very attractive in 
this kind of a financial market, and we bid, as you say, Congressman, 
very much against other attractive possibilities to invest money. 

Mr. ToLLErson. Your proposal has been presented to individual 
Members of Congress in discussions for the last couple of years, has 
it not ? 

Mr. Bernstern. Yes. 

Mr. Touuerson. I read your statement before I came in, so I know 
what you have in mind. 

You feel very definitely that there is a place for an operation such 
as yours crossing the Atlantic ? 

Mr. Bernstein. Very definitely. I will never have sufficient ton- 

nage to satisfy the demand for this kind of tonnage. 

Mr. Touterson. You have no question about that in your mind ¢ 

Mr. Bernstein. No question at all. 

Mr. Totuerson. You have been in this business how long, Mr. 
Bernstein ? 

Mr. Bernstein. I have been in the passenger-tourist business since 
1932, and in the cargo business still longer. 

Mr. Toitierson. You have another operation running down to the 
Caribbean ? 

Mr. Bernsrern. That isasmall tourist vessel. 

Mr. Toiierson. Yes, but that operation is one which is designed 
to appeal to the limited income bracket people 7 

Mr. Bernstein. Yes. 
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Mr. Totierson. And that is what you seek to do in this new pro- 
posal of yours ¢ 

Mr. Bernsrern. Yes; it will do that. 

Mr. Totierson. That is all. 

The Cnartman. Mr. Kluczynski, do you have any questions? 

Mr. Kuvezynsxi. Mr. Bernstein, I am very much impressed with 
your statement this morning. You have done much to encourage poor 
people to travel by water. What is the percentage of first-class pas- 
sengers, we will say, out of 1,000 people traveling from here to Kurope, 
the percentage of first-class passengers, second-class, and third-class? 

Mr. Bernstein. In 1954, out of less than 500,000 total travelers, 
250,000 were tourist. 

Mr. Kiuczynsxr. 250,000, or 50 percent, of them were tourist / 

Mr. Brernsrern. Yes, but the expansion of tourist business by sea 
is limited by the number of accommodations available, and since we 
have not the sea accommodations, air has this wonderful opportunity 
to expand their tourist business, because it is much easier for airlines 
to arrange additional tourist business than it is for vessel operators 
todo so. If we were able to bring out a half-dozen low-priced vessels 
with features as I have described, we would be able to fill them because 
our sea travel is limited right now only by the number of accommoda- 
tions available. All the tourist vessels are sold out throughout the 
year, practically. 

Mr. Kivczynskt. I am very much interested in that because I am 
planning to make a trip to Europe and if the rates are low enough, 
I think I will go. 

[ have no further questions, Mr. Chairman. 

The CHatrMan. Mr. Allen. 

Mr. Auten. Mr. Bernstein, can you tell us the approximate speed 
of the proposed vessels ? 

Mr. Bernstein. We will travel an average speed of 2014 knots. We 
can do better. We will keep what we have in reserve for bad weather 
or other things. We will have a 7-day crossing. 

Mr. Atten. Would any national-defense features be involved which 
might give the vessel a greater speed for emergency use ? 

Mr. Bernstern. On the second vessel, we definitely intend to provide 
bigger speed if needed, or if we think it is advisable later to speed 
it up. The 7-day crossing, we might explain, for tourist travel is 
very acceptable. If we later combine with the : air, for 7 days by sea, 
and 1 night practically by air, then even people with 2 or 3 weeks’ vaca- 
tion time have a chance to make it to Europe. I have spoken with 
leading agents who are looking forward to such service, about making 
up what they call package tours where the passenger takes off by sea 
or air as he chooses, and so that everything is arranged for 2 or 3 
weeks in Europe, so that he can pay here without being exposed to 
unknown expenses on the other side. I am looking forward to the 
lowering of the tourist rates. However, since they are so high in the 
air, it is an obstacle to my plan to combine sea and air. 

Mr. Auten. Could you give us an idea of the probable price of 
each vessel ? 

Mr. Brernstern. Besides the expense of buying the Mariner, I would 
be reluctant to use any price as an indication for the building ship- 
yards. I would say in excess of $10 million for the reconversion price, 
plus the price for the Mariner. 
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Mr. Auten. Would you then use the Mariners for operation or 
convert them ? 

Mr. Brernstern. Conversion of the first vessel is the only possibility 
of having a vessel on the water in the next year. The next building 
would take more time. 

Mr. AtitEN. The Mariner, I suppose, would cost in the neighborhood 
of $4 million or $5 — ¢ 

Mr. Bernstern. Nearly $5 million. 

Mr. Auten. That would be in excess of $10 million and $5 million 
per ship ? 

Mr. Bieonbvelirw, Yes, less the construction subsidy. The reconver- 
sion price will be in excess of $10 million. 

Mr. Atuen. Then you would add, of your own funds, approximately 
$5 million of conversion money, and the Government would pay a $4 
million subsidy ? 

Mr. Bernstein. We would have a reconversion price in excess of $10 
million and we would have to pay one-fourth of the purchase price of 
the Mariner and a quarter of the conversion price. After deducting 
the construction subsidy our capital investment for the first vessel will 
run between $3 million and $4 million, 

Mr. Auten. Then the loan which you would obtain would be between 
$9 million and $12 million ? 

Mr. Bernstein. The loan on the $5 million purchase price of the 
Mariner would be three-fourths of this pure ‘hase price that is already 
spent by the Government for the ship. The loan on the balance of 
the reconversion price, let us sav, approximately, just using the figure 
of $6 million or $7 million. Of that, we would have to pay down one- 
quarter and the total mortgage would run approximately $5 million. 

It all depends on bids and the construction subsidy. We cannot 
set any exact figure now, so that the 10 percent we are now asking for 
would run approximately a half-million dollars, which we would have 
to put down as additional capital for the whole duration of the mort- 
gage. 

Mr. Atien. The $5 million mortgage, however, would be of funds 
coming without contribution from the Government. 

Mr. Bernstein. Yes. 

Mr. Auten. That the Government would give the mortgagee— 

Mr. Bernstein. Yes, we would arrange that. 

Mr. ALLEN. I am trying to get clear in my mind the situation with 
regard to each ship, how much of your money you have to invest, how 
much the Government has invested and how much the mortgage would 
be. 

Mr. Bernstein. The total purchase price, which I cannot use now, 
if you will permit me not to use exact figures, will be, say, $11 million, 
possibly $11,500,000 or less, of which we would have to put down one- 
fourth, plus the working c: apital and pay the remainder off according 
to the contract year by year, so that within 20 years, the whole mort- 
gage is repaid. 

Mr. Auten. Thank you. 

The Cuatrman. You did not answer Mr. Allen. Mr. Allen asked 
you this question: On an individual ship, how much would the Gov- 
ernment have invested, how much would the operator have invested 
and how much would be covered by mortgage in amount ? 
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Mr. Bernstern. On the Mariner here now, we estimate on a $4,800,- 
000 basis, we would have to pay down—— 

The Cuatrman. I understood you to say that the cost of the recon- 
verted ship would be $11 million. 

Mr. Bernstein. Yes, just to use a figure. 

The Cuarrman. Ready for operation, is that correct ¢ 

Mr. Bernstern. Our purchase price would be approximately $11 
million. 

The Cuatrman. That would be the ship ready for operation at a 
total cost of $11 million. 

Mr. Bernstern. And subject to the figures we give in dollars. 

The CHatrMan. We will just use an $11 million figure, then. 

Mr. Bernstein. Yes. 

The CuairMan,. The question is, What would the Government have 
invested, what would the operator have invested, and what would the 
mortgage company have invested in this $11 million; is that correct ¢ 

Mr. Auten. I think not exactly. 

The Government has in the ship originally $9 million / 

Mr. Bernsrern. Yes. 

Mr. ALLEN. And you would buy it for about $5 million ? 

Mr. Bernstein. Yes. 

Mr. ALLEN. So that the Government has in the original construction 
subsidy about $4 million / 

Mr. Bernstein. Yes. 

Mr. Auten. Plus the $5 million you provide / 

Mr. Bernstein. Yes. 

Mr. Auten. Then the cost of conversion would be $10 million / 

Mr. Bernstein. Yes. 

Mr. Atten. Then the Government in that would have about $4 
million ¢ 

Mr. Bernstein. Yes. 

Mr. Auten. And you would have about $6 million / 

Mr. Bernstein. Yes. 

Mr. ALLEN. So that the Government would start out with the $9 
million that they pay and the $4 million it would add, and the Govern- 
ment would start with $13 million in the ship ? 

Mr. Bernstein. Yes. 

Mr. Auten. And you would pay some of that to the Government and 
reduce their investment / 

Mr. Bernstein. Yes. 

Mr. Atiten. What I would like to get is, when the transaction is all 
completed, how much construction subsidy has the Government left in 
the vessel, how much cash have you in the vessel, and how much cash 
has the mortgage in the vessel ? 

Mr. Bernstein. | invest in the Mariner first: the Government has 
$4 million and I pay $5 million out of the $9 million. 

The Government will be paying $4 million on the Mariner as it is 
now. QOn the reconversion, just taking the figure given of $10 million, 
the Government pays $4 million construction subsidy, and T pay $6 
million so that my own investment is $11 million in this one vessel. 
The Government has spent for construction subsidy $8 million, 

Mr. ALLEN. What would the mortgagee provide / 

Mr. Bernstein. The mortgage will provide three-fourths of $11 
million. 





| 
j 
| 
j 








FEDERAL SHIP MORTGAGE INSURANCE 25 


Mr. AtLEN. That would be approximately $9 million or a little less 
than $9 million ¢ 

Mr. Bernstein. About, yes. 

Mr. ALLEN. So that in the final figures, the Government would have 
$8 million in the ship, you would have, say, $2,500,000 and the mort- 

gagee would have $814 million ? 

Mr. Bernstein. Yes. 

Mr. Auten. Is that right? 

Mr. Bernstern. Yes. 

Mr. Auten. The Government at the moment has $9 million in the 
ship / 

Mr. Bernstein. Yes. 

Mr. Auten. And the Government would actually get $1 million less 
in investment and would have a valuable and an improved ship ¢ 

Mr. Bernstein. Oh, yes; definitely. 

Mr. Auten. Thank you. 

The CHairman. Mr. Sheehan. 

Mr. SHEEHAN. At the present time, you have an investment of 
roughly 10 percent, which is the difference between the amount of the 
mortgage you have and the 90 percent you put up, and 1f this bill goes 
through, you will not have any investment at all; will you ¢ 

Mr. Bernsrer. Yes. That 10 percent is in addition. We have 
now, let us say, $3 million to pay cash down for 25 percent, plus the 

working capital. 

Mr. SHEEHAN. What do you mean by “working capital” ? 

Mr. Bernsretxn. We have to provide sufficient working capital to 
take care of our obligations. There is a certain maximum and the 
Maritime Board will decide on that. 

Mr. SHEEHAN. Does not that mean working capital, your regular 
expenses for operating / 

Mr. Bernsrern. Yes. 

Mr. SHEEHAN. But you will get that back from the passengers as 
soon as you make trips with these vessels. 

Mr. Bernstern. But we cannot, on the first trips, collect all that we 
have spent. We have a substantial amount of money to spend to 
prepare for the service, because our work really begins 5 months before 
the ship sails. 

When the ship comes on the water, I hope we will have set up the 
vessel for a year, so that the money that we have spent cannot be reco 
‘red out of the first trip which is made, because we are only entitled to 
use the big majority of the money in proportion to what we carry in 
passengers, and if we have 900 passengers, we can only use this money 
for 900, even if we collect it for 3,000 passengers, because it is put ina 

trust fund, this money is 

Mr. SuHeenan. What I am trying to follow up in connection with 
Mr. Allen’s question is this, Mr. Bernstein: I am trying to find out just 

how much money you would have invested. You said the company 
would have invested $11 million in the ship, less the mortgage. 

Mr. Bernsrern. Yes. 

Mr. SuHrenan. Which leaves the mortgagee roughly 90 percent, o 
7) percent. 

Mr. Bernstein. Seventy-five percent. 
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Mr. Surenan. So of the $11 million, as Mr. Allen’s question brought 
out, the mortgage roughly would be a little under $9 million, and then 
you would have an investment in there of $2,700,000, roughly ? 

Mr. Bernstein. Yes; plus the working capital. 

Mr. Surenan. Plus working capital? 

Mr. Bernsrern. Yes. 

Mr. Surenan. Now, if the 100-percent mortgage goes through, what 
will that leave as your investment in this ship 

Mr. Bernstein. The same amount, 25 percent, plus the working 
capital. If I had only 90 percent, I would have to add the balance 
of 10 percent, a half-million dollars more, or whatever it is. 

Mr. Surenan. But, under any consideration, you would still have 
some of your own company money invested in the ship ? 

Mr. Bernstein. Yes; 25 percent plus the working capital. 

Mr. SuHeenan. That is all. 

The CuHatrman. Mr. Ray. 

Mr. Ray. I have no questions to ask, but I would like to compliment 
the witness on an excellent statement. 

The CuatrrMan. Mr. Mailliard. 

Mr. Mariuiarp. I have no questions, Mr. Chairman. 

The Cuarreman. Mr. Pelly. 

Mr. Preity. I would like to ask one question to clarify this. As I 
understand, Mr. Bernstein, under this bill, you could borrow 100 per- 
cent of 75 percent. 

Mr. Bernsrern. Yes. 

Mr. Peniy. As against the present law where you could borrow 90 
percent ? 

Mr. Bernsrern. Yes. 

Mr. Petty. Now, under the present law, you could borrow 100 per- 
cent of 75 percent if it were for a special vessel, so certified by the 
Secretary of Defense; is that correct ? 

Mr. Bernstern. Iso understand; yes. 

Mr. Perry. And this is not a special-purpose vessel certified by the 
Secretary of Defense ? 

Mr. Bernsrern. We consider it as a very special-purpose vessel. 

Mr. Petry. I am asking you what the Secretary of Defense thinks 
about it. 

Mr. Bernstetn. Iam not able to judge. 

Mr. Petty. Have you gone to the Secretary of Defense about it ? 

Mr. Bernsrern. We had to discuss it with the Maritime Board first. 
I should mention that in our mind, that in our opinion, this is a highly 
specialized vessel, but we did not really work on the basis that we are 
entitled to that under the present regulations, because it is funda- 
mentally up to the Maritime Board and the Secret tary of Commerce 
to decide that. 

Mr. Petty. Do you mean to say that you thought that the Secretary 
of Commerce would agree with you, and, therefore, you thought, I 
will not go to the Secret tary of Defense to secure a certification ? 

Mr. Krauser. I think I can state that it is not, that the Maritime 
Administration has taken the position that passenger ships are not 
special-purpose ships. They have also taken the position that various 
forms of cargo ships and tankers are perfectly conventional types, 
though there are local variations made, but they will not consider 
them special purpose, within the meaning of title XI. We accepted 
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that because it did not seem possible to cause any reversal of their 
position. S rms 

Mr. Petty. This law, then, would change or set up a new policy, in 
effect, that passenger ships were special-purpose ships; is that correct ? 

Mr. Bernstern. Yes, sir. 

Mr. Petty. That is all, Mr. Chairman. 

The Cuairnman. Are there any further questions ? 

Counsel for the committee, Mr. Drewry, has some questions. 

Mr. Drewry. Mr. Bernstein, or perhaps Mr. Klausner, on the ques- 
tion of orn purpose vessels, if this were certified as a special-pur- 
pose vessel, the mortgage insurance would be 8714 percent of 100 
percent ? 

Mr. BernstTern. Yes, sir; that is correct. 

Mr. Kuausner. Not in this case. In the case of subsidized vessels, 
they cannot get more than 100 percent of 75. In the case of unsub- 
sidized vessels, it would be 8714 percent and that feature would apply 
to reconstruction, as I understand it. 

Mr. Drewry. I am sorry, Mr. Klausner; you are quite correct. 

There is one thing that I want to bring out. Since this bill 
introduced, the committee has ordered reported out, and there ae 
been passed a bill introduced by Mr. Pelly to clear up points involving 
the pledge of the faith of the United States in case of a 100 percent 
insured mortgage, where there was an oversight in the original law. 
In your opinion, would an amendment be necessary to your bill here 
to bring that in line to meet that situation ? 

Mr. Kiausner. Yes; I think so, because, to be perfectly clear, the 
proposed bill, as introduced by the chairman, does not define a speci ial- 
purpose ship as including passenger ships. It sets up a special cate- 
gory of passenger ships, and section 1103 (d) would have to be 
amended to get the good faith and credit clause kept in line with this 
proposed amendment. 

Mr. Drewry. It would be a very simple amendment? 

Mr. Kiausner. Yes. I might call your attention to the point to 
which you called my attention yesterday, which is, that apparently an 
amendment would be required to section 1101 (f) in order to make 
some adjustment which is required in Mr. Pelly’s bill. I have a draft 
of that here which, if the chairman will permit, I will merely leave 
in the hope that it will be of use to the committee. 

Mr. Drewry. It is just for the purpose of conforming the previous 
section to the intent of the bill. 

Mr. Kuiausner. That is correct. 

Mr. Drewry. Mr. Bernstein, you have laid a great deal of emphasis 
on the booming trend of tourist class passenger travel. I got the 
impression you were focusing your attention primarily on Americans. 
Is therea similar trend as far as the dev elopment of European economy 
is concerned which would make the flow of tourist traflic from Europe 
to the United States begin to bloom, too ? 

Mr. BernsTEIN. Definitely. There may not be such a growth of 
economy as we have in our country, but Western Europe came back 
splendidly, and money is available, and interest in travel also grew 
to a very high percentage. They contribute now substanti: ally to the 
passenger movement in the North Atlantic. 

Mr. Drewry. As a matter of fact, perhaps your vessels, built as you 
plan to build them, might attract the class of traffic comparable, so far 
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as income groups are concerned, to the first-class traffic which goes 
from America to Europe. It might have an appeal there to the 
higher-income groups in Europe just as the higher cost of first-class 
passenger ships presently oper ating appeal to the higher-income 
groups in the United States ? 

Mr. Bernstein. Yes; that isa very good statement, I think. There 
are a lot of people in i urope who have the money, also, to pay first 
class. The same situation as we have here in our country: there are 
hundreds of thousands who would make use of such a vessel to travel 
who have money for just that and have not had money for accommo- 
dations up to now. 

Mr. Drewry. By converting this ship, the Mariner, as you plan, as 
against new building would save how much time and allow you to get 
into operation how much sooner ¢ 

Mr. Bernsrern. I would say a year and a half—preparing new plans 
and new designs for a new vessel we would lose perhaps more than a 
half year. Reconversion time will be perhaps a year shorter or three- 
quarters of a year shorter than building a new one. 

Mr. Drewry. And your second and third vessels included in your 
program will be new vessels ? 

Mr. BERNsTEIN. Yes. 

Mr. Drewry. On this question of working capital, that is no dif- 
ferent in the case of a privately financed operation than it is under a 
Government financed operation under the existing law, is it? 

Mr. Bernstein. We have to arrange such capital, working capital, 
first to satisfy the Maritime Board, and in case we get private financing 
as we have to do, also the new capital. They would insist on proper 
financing of the company. 

Mr. Drewry. That is provided in the Merchant Marine Act of 
1936 and all operators are subject to those requirements ? 

Mr. BerNsTein. Yes, sir. 

Mr. Drewry. And you have to meet the requirements laid down in 
the law for operating ability, financial resources, and all the rest of it? 

Mr. Bernstern. Yes, we have to do that. 

Mr. Drewry. I have no further questions. 

Mr. Bonner. Did I understand you to say your ship will carry a 
certain tonnage of commercial freight ? 

Mr. Bernstein. Yes. 

Mr. Bonner. What tonnage ? 

Mr. Bernstrern. We have a capacity, using our container system, 
of approximately twelve to fifteen hundred tons in each direction. 

Mr. Bonner. Thank you very much. 

Mr. Drewry. Will you use exclusively a container system / 

Mr. Bernstern. Yes. I have to do that because we intend to make a 
very quick turn: around to make the best out of the one vessel in the 
lirst year, and it simply would not leave time to make use of our cargo 

capacity if we loaded in the ordinary way. 

As I explained here, we have to figure 15, 18, maximum 20 tons. 
Whereas if we prepare the container ‘and the vessel arrives, and the 
cargo already is loaded in containers, all we have to do is to lift the 
containers and put them in the ship, and each container is the equiv- 
alent, each heave of container is equivalent to three heaves of ordi- 
nary cargo. In this way we accelerate loading and discharging con- 
sider: ably, and we will be as to make use of our cargo capacities, 
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but it costs a new investment. We have to have 1 set of containers 
on this side, 1 set in the ship, and 1 on the other side. There is a half 
million dollar container investment, but it pays, because that is the 
only way to really make use of this cargo capacity. 

Mr. Drewy. That is all. 

Mr. Bonner. Thank you. 

Mr. Ralph Dewey, of Pacific American Steamship Co. 


STATEMENT OF RALPH B. DEWEY, PACIFIC AMERICAN 
STEAMSHIP ASSOCIATION 


Mr. Dewry. My name is Ralph B. Dewey, representing Pacific 
American Steamship Association. 

The members of Pacific American Steamship Association are whole- 
heartedly in support of H. R. 11554 and wish to express their apprecia- 
tion for the time being taken by the committee to process this legis- 
lation. 

The purposes of the bill have been amply explained by previous 
witnesses and, therefore, we would simply like to highlight several 
reasons why we feel this legislation is meritorious. 

As the committee is well aware, passenger vessels, according to every 
authority which has studied the matter, are considerably inadequate as 
to numbers and capacity to serve the commerce and defense of the 
Nation. And while it could very well be argued that passenger ves- 
sels are not necessarily unique in the merchant marine, they are nev- 
ertheless “special purpose” when applied against the test of adequacy 
to meet the needs of commerce and defense. 

Not only is there a shortage of passenger space to meet present 
commercial demand, but there is ample evidence that the ocean travel 
for vacation and business purposes in the future will increase. One 
doesn’t need statistics to prove that the trend toward more liberal 
vacation, and toward increased pension and retirement privileges 
throughout the business community, will have a decided effect on the 
demand for ocean travel in the future. 

In the view of the members of our association, there is every reason 
for permitting 100 percent mortgage guaranty by the Federal Gov- 
ernment for all ships privately financed under title XIZ and we so 

testified when the private financing legislation was being considered in 
the 83d Congress. But in the wisdom of Congress, only 90 per- 
cent was provided on most vessels. To our knowledge, no passenger 
vessels have been constructed under the 90 percent mortgage guaran- 
ty, although the Oceanic Steamship Co. was successful after arduous 
efforts to educate their financial backers in arranging their financing 
for conversion of two Mariner vessels under the present 90 percent 
provision. 

Without any risk of dispute, Mr. Chairman, it would be safe to 
say that the 90 percent guaranty in the case of passenger vessels 
has not been a satisfactory substitution for title V financing, as wit- 
ness the paucity of passenger vessels currently being built. H. R. 
11554 will go a long way toward providing a satisfactor y substitute as 
far as passenger vessels are concerned. 

The genesis of this legislation, according to information available 
to us, has come from one company which faces serious financial impedi- 
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ments in getting its proposed operation in the European trade under 
way. However, the interest and support for this legislation is a 
great deal broader than this one company, and cannot be construed 
us special interest legislation. It is in the broad public interest and 
efforts such as this one to smooth the path of future construction 
of passenger vessels through private financing should not be taken 
lightly. Indeed it should be given most serious consideration. 

Finally, Mr. Chairman, we would note that to the best of our 
knowledge, there has not been a single default in the obligation of 
any company’s construction under title XI private financing, nor 
were there any under title V, for that matter. For this reason, it is 
difficult to see where the Federal Government would be assuming any 
greater risk under 100 percent mortgage guaranty than they would 
assume under 90 percent mortgage guaranty. 

We sincerely urge the earliest “possible action on this legislation. 

Mr. Bonner. Questions, gentlemen ? 

(No response. ) 

Mr. Bonner. Thank you very much, Mr. Dewey. 

Mr. Dewry. Thank you, Mr. C hairms an. 

Mr. Bonner. Questions, gentlemen ¢ 

Mr. Atuen. Mr. Chairman, I see Admiral Good is here. Might I 
ask him a question on this bill ? 

Mr. Bonner. Yes. 

Mr. Auten. Admiral Good, I take it you listened to Mr. Bernstein’s 
testimony ? 


TESTIMONY OF VICE ADM. ROSCOE F. GOOD, DEPUTY CHIEF OF 
NAVAL OPERATIONS (LOGISTICS) 


Admiral Goon. I did, sir. 

Mr. Atten. Apparently he wishes to convert a Mariner ship to 
carry approximately 400 tourist passengers, or a number around there. 

Mr. Drewry. 900. 

Mr. Auten. Mr. Drewry tells me 900. 

Would such a ship be considered by the Navy as a possible trooper 
equivalent to a T-2? 

Admiral Goop. As you know, Mr. Allen, we are with the authority 
of Congress converting one Mariner hull to a transport ourselves. 
¢ ‘onfigured for straight military use the ship will carry in excess of 

2,000 troops, so that while I would not say that the type of conversion 
Seeaaaia here this morning. would not be useful, it would perhaps be 
not as completely useful as the conversion we would make for our- 
selves. 

Mr. Atien. It would, however, be as useful as any passenger ship 
in the commercial trade carrying 900 passengers ordinarily ? 

Admiral Goop. That is true, sir. For certain uses it would be much 
more valuable than the conversion we make ourselves. For instance, 
the ship which was proposed here this morning would be highly ac- 
ceptable for evacuation of United States nationals from a combat 
area. 

Mr. Atten. The fact that it was in operation and at sea would 
be of great advant: ige to you in the matter of time? 

Admiral Goon. Yes, sir; particularly if it happened to be positioned 
near the outbreak of hostilities. 

Mr. Auten. Mr. Chairman, I suggest that the report on ocean ship- 
ping to support the defense of the United States prepared by the 
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Navy planning group, dated December 19, 1955, be made part of the 
record with regard to HH. R.11554. 0 

Mr. Bonner. Unless there is objection it will be inserted in the 
record at this point. 

(The report referred to is as follows:) 

OcEAN SHIPPING To SUPPORT THE DEFENSE OF THE UNITED STATES 
Prepared by the MARAD-Navy Planning Group, December 19, 1955 
1. GENERAL COMMENTS 


The strategic importance of ovean transportation in a future war supports the 
concept that the United States-controlled merchant fleet should be of such com- 
position as to meet adequately the planned requirements of the Department of 
Defense by providing modern high-speed ocean transportation self-sufficient with 
respect to loading and unloading commercial and military cargoes in any port or 
roadstead as required. 

The Department of Defense is concerned about the implementation of the com- 
prehensive merchant ship construction program which has been developed by the 
Maritime Administration to replace in an orderly manner the vast proportion of 
the active United States merchant fleet which is fast approaching obsolescence. 

In the past, upon the sudden outbreak of a war, it has been necessary to hastily 
improvise a shipbuilding program which was not only costly but resulted in the 
production of improvised ships so quickly constructed from material at hand as 
to be limited in their capability to meet modern military needs. This resulted 
in costly model changes in the middle of the war production effort. 

It is recognized that the special characteristics of merchant ships which are 
desired for ultimate military use must of necessity be modified and limited to 
conform to acceptable requirements for successful commercial enterprise. Within 
the limits imposed by peacetime commercial utilization and an acceptable burden 
on the national economy, it is strongly recommended that the Congress support 
a phased merchant ship construction program of those ships required (1) to bring 
the active operating United States merchant fleet possessing acceptable defense 
characteristics up to the numerical limit required to meet the initial needs of the 
Department of Defense and (2) provide the means for the orderly replacement of 
existing operating tonnage now rapidly appréaching obsolescence. It is further 
recommended that, either as a part of the program recommended above or sup- 
plementary thereto, the means be provided for the construction and operation of 
sufficient prototype vessels which can serve as the basis for emergency vessel- 
construction program upon the outbreak of a war. 

It is considered appropriate to also recommend that the Congress place the 
maximum reliance on United States-flag merchant shipping to support the defense 
of the United States. 

It is important to note that the total national-defense fleet (active and reserve) 
is deficient to meet initial defense requirements from a quantitative point of view. 
There is also a serious deficiency from a qualitative point of view, especially with 
respect to speed of passenger types. Of special reference is the fact that there 
are 1,674 Liberty ships, of which 227 are active and 1,447 laid up. These are 
considered too slow for modern military needs. By January 1956 all standard 
T—2-type tankers will have reached more than one-half of their life expectancy. 
All of these ships should be replaced under an orderly program. 

The Maritime Administration has developed a long-range program in which 
shipping companies can replace older ships on a trade-in-and-build basis. In 
this way active United States commercial capability is improved qualitatively 
and the national defense reserve fleet capability is improved qualitatively and 
quantitatively by the addition of the replaced ships. 


» 


2. RECOMMENDED SIZE OF THE ACTIVE OPERATING UNITED STATES MERCHANT FLEET 
(a) Numbers by category 


The Department of Defense, recognizing that the requirements for United 
States merchant shipping are subject to review and modification in the light of 
changing strategic situations, considers that in accordance with the latest ap- 
proved plans the active operating United States merchant marine (including 
those foreign-flag ships considered to be under effective United States control? 





1 Ships deemed to be under “effective United States control” consist of certain ships 
owned by United States citizens and registered under the flags of Panama, Honduras, 
Liberia, and Venezuela. 
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and exclusive of those merchant-type ships in Navy custody) should be com- 
prised, as a minimum, of the following numbers of vessels: 

(1) Dry-cargo ships.—There is a requirement of 14,461,200 deadweight tons. 
This corresponds to a requirement for 1,339 national dry-cargo ships. 

(2) Troop transports.—There is a requirement for 260,550 gross tons. This 
corresponds to a requirement for 27 notional troopships. 

(3) Tankers.—There is a requirement for 9,273,000 deadweight tons. This 


“) 


corresponds to a requirement for 562 notional tankers. 


Nore.—Notional ships: 
Tankers (at 15 knots) : 
100,000 barrels fuel, oil or 
115,000 barrels diesel, or 
130,000 barrels gasoline 
16,500 deadweight tons 
Troopships (at 15 knots) : 2,400 troops. 
Cargo ships (at 10 knots) : 10,800 deadweight tons. 


(b) Minimum speeds desired for military purposes 

(1) Dry-cargo ships.—Dry-cargo ships should have at least 18 knots sustained 
speed, or greater. 

(2) Troop transports. 
or greater. 

(3) Tankers.—Tankers should have a sustained speed of 18 knots, or greater. 

The Department of Defense considers that these speeds are the minimum 
desirable from a military point of view and higher speeds represent a target 
to shoot for. 





Troopships should have a sustained speed of 20 knots, 


(c) Special characteristics 

(1) Dry-cargo ships.—The most practical and useful type of American-tlag, 
general-cargo vessels, both from a commercial and military point of view, 
appear to be those having the capacity and characteristics of the C—2’s, C-3's, 
and C—4's, of the Maritime Administration. However, much is to be desired in 
the matter of basic ship design and modernization with respect to outmoded 
cargo-handling equipment and methods. These cargo vessels should be so de- 
signed and so equipped to load and discharge, using its own gear, in one-half the 
time now required by the existing C—2’s, C-3’s, and C—4’s. At least 1 hatch 
of each such vessel should be served by a “jumbo” boom of 60-ton capacity. 
Vessels of the C—2 and C-—3 size are considered not only feasible and advantageous 
for commercial enterprise but offer excellent utilization and maneuverability 
characteristics in ports, beachheads, and restricted waters involved in military 
operations. 

(2) Troop transports.—-Troopships should have the general characteristics of 
the (Geiger) P-2 class: Ultimate capacity of approximately 500 cabin spaces 
and 4,000 troop spaces, with a patient-litter capacity of 120 spaces. Experience 
gained in the Korean operations and the utilization of existing troopships strongly 
supports a requirement for this type vessel. The limiting maximum draft should 
be 30 feet. 

(3) Tankers.—The recommended general characteristics of tankers most suit- 
able for military purposes are 25,000 deadweight tons, capable of carrying sev- 
eral types of petroleum products. The limiting maximum draft should be 32 
feet. Tankers of larger deadweight-ton capacity can be utilized to a limited 
extent but it is not recommended that the entire replacement of existing tanker 
tonnage be confined to the so-called supertankers of capacity greatly exceeding 
25,000 deadweight tons because their use, in the majority of ports, is limited by 
their size, draft, and maneuverability. 

(4) Draft.—lIt is estimated that the United States-controlled merchant fleet, 
exclusive of the large tankers, should have, as a practical consideration, a maxi- 
mum draft of 30 feet. 


DEPARTMENT OF DEFENSE UTILIZATION OF UNITED STATES MERCHANT FLEET 
IN PEACETIME 


The number and type of ships in the active United States merchant fleet suit- 
able for defense mobilization purposes which can be gainfully employed in the 
conduct of normal peacetime commerce is controlled by the national economy 
and foreign commerce. The Maritime Administration is charged by law to 
foster a merchant marine adequate for national defense and adequate to serve 
the domestic and foreign commerce of the United States. 
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The Military Sea Transportation Service has utilized at one specific time 
during the height of the Korean operations, as many as 223 merchant ships 
under time charter, 35 merchant ships under voyage charter, and 141 Government 
ships operated by private shipping operators under general agency agreements. 
This Korean experience indicates that at one time a minimum of 399 ships were 
required from the United States commercial shipping industry but that all were 
not available for charter to MSTS. It was necessary to activate 141 ships from 
the national-defense reserve fleet to meet this requirement. 

MSTS has utilized at one specific time, during calendar 1955, as many as 
43 merchant ships under time charter, 48 tankers under voyage charter, and 
33 Government ships operated by private shipping operators under general 
agency agreements. In addition to utilizing the commercial fleet as indicated 
above, it is important to note that MSTS ships via the regularly scheduled 
American-flag commercial berth ships a large portion of its dry cargo tonnage. 
During the same specific time referred to above, MSTS made shipments on 176 
berth operated ships under shipping contracts. Of the total cargo transported 
during this time, 68 percent of the dry cargo and 52 percent of the bulk petroleum 
lift for MSTS was in the support of United States commercial shipping through 
the above-mentioned shipping arrangements. 

Although the practice of using regularly scheduled berth ships has certain 
advantages, such as providing an effective means of moving less-than-shipload 
lots into the area where the normal volume of shipments is low and does not 
require extensive overhead expense to the Government, it also has disadvantages, 
from a military point of view, because it does not allow the flexibility of movement, 
diversion and adjustability needed to meet variable and constantly changing 
military situations. Therefore, the composition of the United States merchant 
fleet in peacetime should comprise ships of both berth and tramp service, the 
former providing regularly scheduled sailings and the latter providing the 
flexibility required for military needs. 


4. ASSUMPTIONS USED IN DETERMINING THE RECOMMENDED SIZE OF THE OPERATING 
NATION AL DEFENSE FLEET 


The numbers of vessels, by categories, which are recommended in preceding 
paragraphs as necessary to meet the needs of the Department of Defense upon 
the outbreak of war are based upon supporting plans of the approved emergency 
plans of the Joint Chiefs of Staff. Included in the factors which were used in 
arriving at the size of the operating United States merchant fleet were (1) an 
estimate of accumulative losses; (2) estimate of civilian as well as military 
requirements; (3) planned activation from reserve fleeets during a short initial 
period of time; (4) the availability of certain military vessels from the United 
States combatant fleet to meet certain emergency requirements and (5) the 
availability of certain non-American-flag merchant vessels considered to be 
under “effective United States control.” It is to be noted that these plans are 
under constant review and are kept up-to-date in the light of the changing 
strategic world situation. 


5. DESIRED SHIP CONSTRUCTION 


The Department of Defense considers it essential to include in the program 
for merchant-type vessels construction ships with special design features for 
elmergency construction programs as follows: 

(a) Dry cargo ships having a bale cube capacity of between 500,000 and 
750,000 cubic feet, of which approximately 30,000 cubic feet should be reefer 
space. With a view toward eliminating wing-deck storage, the hatches shall 
be as large as possible in keeping with accepted design principles, the hatch 
covers to fold accordionlike and be hydraulically actuated (or other type quick 
opening and closing hatch covers with suitable mechanically operated systems). 
The booms should be not less than 10-ton capacity. As least 1 hatch should be 
serviced by a 60-ton jumbo boom with provisions for the rapid installation of 
a second 60-ton boom in addition to other cargo-handling gear. The speed of 
the vessel should be the highest compatible with the design and economic opera- 
tion but not less than 18 knots. Austerity models should be produced in prototype 
for mass production under full mobilization conditions. 

(b) A moderately high-speed tanker, having characteristics similar to the 
Maritime Administration T—5 design. 

(c) “Roll-on, roll-off” ships capable of attaining a speed of at least 18 knots 
with at least a 1-compartment standard for flotation and stability, designed t¢ 
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permit tracked and wheeled vehicles to be moved on and off the ship rapidly 
under their own power. 

(d) A specially designed container-cargo ship of high cubic deadweight-ton 
ratio to carry containerized and prepalletized cargoes. The speed of the vessel 
should be not less than 18 knots. The ship should be self-suflicient in relation 
to handling this type of special eargo. 

(e) There will also be a need for a limited number of heavy-lift ships equipped 
with oversized hatches and cargo booms capable of lifting up to 150 tons. In 
an attempt to meet this need for heavy-lift capability, MSTS has completed 
the conversion of 2 Maritime C4 type cargo ships, of approximately 14,000 
deadweight-tons, which now have 2 heavy-lift booms, each with a lift capa- 
bility of 150 tons. In addition, MSTS has completed conversion of 2 C1-M-AV1- 
type cargo ships to provide a 2-boom capability in each ship for lifts up to 80 
tons. It is important to note that there are no commercial American-flag mer- 
chant ships in existence meeting these specifications at the present time. Addi- 
tional ships with 150-ton booms are necessary to meet initial defense needs and 
any encouragement that could be given to the private construction of ships 
meeting these general specifications would be appropriate. 


6. RECOMMENDED MERCHANT SHIP CONSTRUCTION PROGRAM 


A joint analysis by representatives of the Maritime Administration and the 
Navy Department of the total civilian and military requirements for merchant- 
type shipping upon the outbreak of war compared with the current capability 
of the United States active merchant fleet has been made. In terms of the 
general types of ships recommended herein, this analysis indicates a numerical 
deficiency in actual ships as follows: 

(a) 246 dry cargo ships equivalent to the C-3 class. 

(0) 17 reefer cargo ships equivalent to the R2-S—BVI1 class. 

(c) 6 transports equivalent to the P—2 class; or 15 passenger ships equivalent 
to the P-2 class. 

(d) 5 heavy lift ships equivalent to the C-+4 type converted by MSTS. 

Based on these deficiencies it is recommended that a construction program 
be initiated at the earliest practicable date aimed at: 

(a) Reducing these deficiencies to the maximum degree and at as rapid a 
rate as commercial utilization and the national economy will permit, and 

(¥) Providing a realistic means for replacement of existing tonnage now 
rapidly approaching obsolescence. 

It is not within the province of the DOD to recommend the form of a financial 
incentive which must be undertaken either by private financing or by the 
Government to persuade private shipping companies to accept newly constructed 
vessels either as additions to their fleet or as replacements for vessels owned 
by them which are becoming obsolescent. However, DOD desires to emphasize 
that such an augmentation and replacement program is definitely in the national 
interest. 

The current Maritime Administration long-range replacement program has 
taken into account the desirability of providing new shipping which will enable 
the United States-flag commercial fleet to meet initial military needs by reducing 
the deficit in (a) above. This program, if supported, will accelerate the 
replacement of ships in the active merchant fleet which otherwise would become 
obsolete in a block. 


7. BASIS FOR THE RATE OF THE PROPOSED SIITIP CONSTRUCTION PROGRAM 


One basic factor to be used in the development of a specific annual construction 
program is the necessity for the maintenance of a certain number of private 
shipyards in operation sufficient in number to form the base for expansion in 
time of war to meet mass ship construction programs. The Department ot 
Defense desires to emphasize that the existence of these active privately owned 
and operated shipyards, together with the skills of the shipyard workers and 
the capability of the tools, equipment and facilities, is an essential factor to the 
national defense. 


8. RESEARCH ON DEVELOPMENT OF IMPROVED MERCHANT-TYPE SHIPS AND THEIR CARGO 
HANDLING EQUIPMENT AND FACILITIES 


The Department of Commerce and the Department of Defense, acting under 
directives issued by the respective secretaries, are conducting studies and re- 
search to improve merchant-type ships and their cargo-handling equipment and 
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facilities. Several groups have been formed to coordinate these programs. 
The Navy Department Transportation Committee, working group A, includes 
representatives from the Maritime Administration, the National Research Coun- 
cil, the Army and the Air Force. MSTS has been designated the steering agency 
to coordinate studies and make recommendations to the Secretary of Defense 
concerning the improvement of merchant-type ships with special emphasis on the 
development of new designs and characteristics of their cargo-handling equip- 
ment and facilities. 

In addition, there has been established by joint sponsorship of the Depart- 
ments of Commerce and Defense, within the National Research Council of the 
National Academy of Sciences, a Maritime Cargo Handling Transporation Con- 
ference. This conference is supported jointly by the Departments of Defense 
and Commerce, and is composed of a National Board of Advisers chosen from 
experts from the sponsoring Departments, the United States shipping industry, 
universities and groups interested in improving the United States merchant 
marine. The Conference employs a permanent staff of scientific and shipping 
specialists for directing, coordinating and evaluating this national scientific 
attack on the cargo-handling problem. The Maritime Administration and the 
ONR are responsible, within their respective departments, for budget support 
and vigorous prosecution of the National Research Council program. The Office 
of Naval Research serves both departments as the administrative, fiscal and 
control agency for this comprehensive cargo-handling-research effort. 

The Maritime Administration Planning Committee on Maritime Research and 
Development has extended its activities in the cargo-handling improvement field 
to a project involving wharves and other shore facilities which are required to 
serve cargo ships as a part of the ship-to-shore transfer problem. In this con- 
nection, a special project has been initiated to investigate the most suitable port 
facilities which will be required to serve the new roll-on roll-off types of ships. 


9. CONCLUSION 


The Department of Defense (Department of the Navy) is continually consult- 
ing and coordinating its studies with the Maritime Administration as to the size 
and characteristics of the desired active operating United States merchant fleet 
and the desired composition and readiness of the national defense reserve 
fleet. 

The Maritime Administration-Navy planning group was established by the 
joint action of the Department of Commerce and the Department of the Navy 
to determine the adequacy of the American merchant marine from the standpoint 
of national defense. This joint effort on the part of Defense and Commerce is of 
a continuing nature, resulting in pertinent and current recommendations which, 
it is hoped, will be acceptable to the Congress for increased Government sup- 
port for a more rapid modernization of the United States merchant marine. 

CHARLES S. THOMAS, 
Secretary of the Navy. 

CLARENCE G. MORSE, 
Maritime Administrator. 


AFTERNOON SESSION 


(The hearing was reconvened at 2:30 p. m.) 
The Crairman. The first witness is Mr. Morse, on private financing. 
Mr. Morse ? 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
ON BEHALF OF THE MARITIME ADMINISTRATION, DEPARTMENT 
OF COMMERCE—Resumed 


Mr. Morse. The bill, H. R. 11554, would amend title XI of the 
Merchant Marine Act, 1936, to authorize the Secretary of Commerce 
to insure 100 percent of the unpaid principal, and interest on, loans 
and mortgages on passenger vessels which meet the requirements set 
out in section 503 of title V of the act. Title XI now provides that 
the Secretary may insure the interest on and 90 percent of the unpaid 
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principal of loans and mortgages on vessels, including passenger ves- 
sels, except that in the case ‘of special-purpose vessels he may insure 
the interest and 100 percent of the principal. The statute does not 
define the term “special-purpose vessel,” but the legislative history 
of the act shows that the specific vessels Congress had in mind were 
roll-on roll-off vessels and heavy-lift vessels. “And I may interpolate 
to say Congress may have had in mind a little broader category than 
that, but that is the basis so far on which Maritime has construed the 
legislation. 

The term, therefore, would not include passenger vessels. 

Section 503 of title V, as amended by Public Law 586, 82d Con- 
gress, authorizes the financing of the sale of vessels built under title V 
by the acceptance by the U nited States of a first preferred mortgage 
in the amount of the unpaid purchase price. In the case of passenger 

vessels with the required characteristics, the mortgage may provide 
that if the purchaser defaults with respect to his obligations to pay 
principal or interest but « ‘omplies with all other terms of the mortgage, 
the sole recourse of the United States against the purchaser shall be 
repossession of the vessel. With respect to such vessels, the United 
States could not obtain a deficiency judgment against the eee ser 
for the amount of the mortgage which the value of the vessel at the 
time of default is insufficient to pay. 

The reason for this special treatment of passenger vessels is the 
very heavy capital investment required to purchase such vessels, the 
relative unadaptability of such vessels to trades other than those for 
which they are designed, and the heavy investment risk relative to 
prospective earnings. The money invested in a passenger vessel, 
which is relatively unadaptable to trades other than the trade for 
which it is designed, would buy a number of cargo vessels which are 
relatively more adaptable to other trades. In the case of passenger 
vessels the risk is greater relative to earnings and less widely spread 
than in the case of cargo vessels. Passenger vessels are essential to 
national defense. On the basis of Department of Defense require- 
ments for passenger vessels immediately upon mobilization, our mer- 
chant fleet is now substantially deficient in such vessels. 

Section 1104 (a) (10) of title XI provides that in the case of a 
passenger vessel having the characteristics set forth in section 503 of 
the act, a mortgage is eligible for insurance, notwithstanding that 
under the terms of the mortgage the sole recourse of the United States 
as assignee of the mortgage is to repossess the vessel. The way the 
lender realizes on the insurance is to assign the note and mortgage 
to the United States which in turn pays the lender the unpaid interest 
and the insured portion of the unpaid principal. When the mortgage 

is not a nonrecourse mortgage, the United States would proceed to 
collect the debt from the shipowner by selling the vessel at a judicial 
sale and obtaining a deficiency judgment against him in the amount 
that the sales price is less than the — debt. After re imbursing 
itself for the insurance it has paid, the United States would then pay 
the lender the unpaid portion of the debt to the extent the proceeds of 
sale and collection on the judgment are sufficient to do so. 

In the case of a nonrecourse mortgage, since the United States as, 
assignee of the mortgage, could not obtain a deficiency judgment 

against the debtor, the only way the lender could enable itself to col- 
lect the uninsured portion of the debt would be to take from the bor- 
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rower, at the time the mortgage is placed, notes in the amount of the 
uninsured portion of the mortgage upon which the lender would pro- 
ceed against the debtor after assigning the mortgage to the United 
States. The lender would require collateral to secure these notes. 
The downpayment required by title XI for a mortgage to be eligible 
for insurance is 25 percent of the cost to the pure haser if the vessel is 
built with construction subsidy, and 1214 percent of such cost if the 


vessel is built without construction subsidy. This is the same down- 
payment as is required under title V when the United States accepts 
au mortgage as part of the payment for a vessel. The practical eifect 


of only 90 percent insurance of mortgages on passenger vessels is to 
increase the downpayment required, since lenders require collateral 
to secure the uninsured portion, and to make the transaction not a 
nonrecourse transaction with respect to the uninsured portion of the 
mortgage. 

The practical result of 90 percent insurance of mortgages in incre: 
ing the downpayment required applies to all vessels to which 90 se r- 
cent insurance applies, because lenders require collaterial to secure the 
uninsured portion of the mortgage. 

In the Review of Maritime Subsidy Policy, issued by the Maritime 
Administration and the Department of Commerce on May 3, 1954, 
it is recommended—page 99—that the Department of Commerce re- 
quest amendments to title NT which would authorize 100 percent in- 
surance of the unpaid principal of all ship loans and mortgages. The 
Department, therefore, recommends that consideration be given to 
amending the bill by striking out all after the enacting clause and in 
serting in place thereof the substitute text submitted herewith. This 
amendment would make all loans and mortgages which are eligible 
for insurance insurable for 100 percent of the principal and the in- 
terest thereon. 

Due to the urgency of the matter, we have presented these comments 
and amendments without securing the final advice of the Department 
of Commerce or the Bureau of the Budget as to the relationship of 
H. R. 11554 to the program of the President. 

Now, the attachment is nearly 4 pages long, suggesting amend- 
ments which would have the effect of carrying out our recommie nda- 
tions that the mortgage insurance be 100 percent instead of the 90 
percent. 

I-don’t know whether you deem it necessary for me to read those 
proposed amendments. 

The Cuatrman. I do not think that is necessary, but they will be 
placed in the record at this point. 

(The material referred to follows :) 


AMENDMENTS PROPOSED BY DEPARTMENT OF COMMERCE TO H. R. 11554 


That title XI of the Merchant Marine Act, 1936, as amended (46 U. S. C. 1271 
1279), is amended as follows: 

(a) Sections 1101 (f) and 1108 (a), (b), and (d) are amended by striking 
out the words “90 per centum of” wherever those words appear in such sections. 

(b) Section 1101 (f) is amended by striking out of the proviso the words 
“except for certain special-purpose vessels as provided for in subsections (a) 
and (b) of section 1103 (46 U. S. C. 1273)” and the commas which immediately 
precede and follow those words. 

(c) Section 1103 (a) and (b) are amended by striking out the provisos. 

(d) Section 1105 (a) (1) and (a) (2) are amended by striking out the words 
“the insured portion of” wherever such words appear in those sections. 
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(ec) The last sentence of section 1105 (ce) (1) is amended to read as follows: 
“In the event the Secretary of Commerce shall receive through the sale of the 
vessel an amount of cash in excess of any payment made to the mortgagee under 
subsection (a) (1) of this section, and the expenses of collection of such amount, 
he shall pay such excess to the borrower.” 

(f) The last sentence of section 1105 (c) (2) is amended to read as follows: 
“In the event the Secretary of Commerce shall receive through the sale of the 
property an amount of cash in excess of any payment made to the lender under 
subsection (a) (2) of this section and the expenses of collection of such amount, 
he shall pay such excess to the borrower.” 


EXPLANATION OF AMENDMENTS 


Section (a) of the proposed amendment would remove the words “90 per 
centum of” from title XI so as to authorize insurance of the entire unpaid 
principal. 

Section (b) would strike out of section 1101 (f) the exception for special- 
rpose vessels which permits payment, as insurance on special-purpose vessels, 

° 100 percent of 75 percent, or 100 percent of 87144 percent, of the amount paid 
by or for the account of the mortgagor or borrower. This exception is removed 
because under the proposed amendments the Secretary of Commerce would be 
authorized to pay as insurance on all vessels, 100 percent of 75 percent or 100 
ent of S744 percent of the amount paid by or for the account of the mort- 
gagor or borrower. 

Section (¢) strikes out of section 1103 (a) and (b) the provisos which permit 
insurance of 100 percent of the principal of loans and mortgages on special- 
purpose vessels. These provisos are removed because under the proposed amend- 
ments, insurance of 100 percent of the principal of loans and mortgages on all 
vessels would be authorized. 

Section (d) would strike out of sections 1105 (a) (1) and (a) (2) the words 
“insured portion of” wherever such words appear. These sections provide for 
payment of the insurance by the United States upon default by the borrower or 
mortgagor and assignment of the loan or mortgage to the United States. Since 
under the proposed amendments the entire amount of the principal of all loans 
and mortgages would be insured, the words “insured portion of” would no longer 
serve any purpose. 

Sections (e) and (f) would amend the last sentence of section 1105 (c) (1) 
and (c) (2) to eliminate from those sentences the provision that if the United 
States receives, through sale of the vessel, an amount in excess of what it has 
paid the lender upon assignment of the mortgage to the United States, it shall 
pay such excess to the lender to the extent the lender has not been made whole 
through other sources, but in no event shall such payment to the lender exceed 
10 percent of the unpaid principal of the mortgage or loan, and interest thereon. 
Since under the amendments the lender will be made whole, upon assignment of 
the mortgage to the United States, by payment to him of 100 percent of the 
unpaid principal and interest of the loan or mortgage, these provisions would 
no longer serve any purpose. 


pu 


The Cuamman. Mr. Morse, in this case, in just simple language, 
tell the committee what would be the procedure if this applicant seeks 
i Mariner-type vessel from the reserve fleet. That is correct, isn’t it ? 

Mr. Morse. That is correct. 

The Cuairman. Now, just in an understandable way, what is the 
procedure? Just what would the figures be ¢ 

Mr. Morse. We would sell that vessel to him, and he would pay us 
25 percent downpayment, with the unpaid balance secured by mort- 
pg age. 

The Craimman. You would sell that vessel to him, we will say, at 
today’s price. What would be today’s price? We will say these fig- 
ures are approximate, not accur: ate, but approximate. Now, the 
original cost of the vessel ? 

Mr. Morse. The or iginal cost is approximately $9 million. And the 

sales price, which has been computed by the F ederal Maritime Board 
and I believe approved by GAO, is approximately $5 million. And 
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recently the Maritime Board ruled that they would sel] Mariners in 
the future with depreciation up to and ine luding June 30, 1956, and 
not. beyond that time. So he would pay approximately 25 percent 
down on the $5 million price. 

The Cuamman. He would pay 25 percent of his own money? 

Mr. Morse. Yes, sir. 

The CHairman. That is not in the insurance feature or anything 
else. He will just pay that much. 

Mr. Morse. Correct. 

The Cuatrman. Now, does he pay that much cash? 

Mr. Morse. He would have to pay it in cash. 

The CHAIRMAN. And that would be $1.225.000? 

Mr. Morse. $1,250,000. 

The ¢ ce That is what he would pay? 

Mr. Morsr. Yes, sir. 

The Cuatrman. Then what is the next thing? 


Mr. Morse. Then there would be the conversion work to convert 


the vessel to a passenger vessel. 

‘Lhe CHAIRMAN. Who would pay that? 

Mr. Morse. That would have to be, under our present requirements, 
pa id 1 for by pr ivate financing. There are two steps here. ‘There is the 


portion of the work which would be paid for by way of construction 
subsidy, which would be 

The Cuamman. Just a minute. There is $314 million indebtedness 
left against this vessel. 

Mr. Morse. Correct; which is secured by a first preferred mortgage 
on the vessel payable to the Government over the unexpired 20-year 
period life of the vessel, with interest at 314 percent. 

The Caamman. That would be a transaction between the buyer, 
the purchaser, and the Maritime Board. 

Mr. Morse. Correct. 

The Cuairman. Carrying an interest of 3144 percent. 

Mr. Morse. Yes, sir. 

The CuatkMan. Over a period of 20 years. 

Mr. Morse. It would be about 16 years or somewhere in that area. 

The CuatrmMan. Over a period of 16 years. Now, when it comes 
to the conversion, then what does it do? 

Mr. Morse. The conversion we estimate would cost $16 million. 

The CuarrMan. $16 million to take the ship as it is now, with what 
we have gone through / 

Mr. Mons. Correct. 

The CuatrMan. $16 million ? 

Mr. Morse. To convert it into a passenger vessel. 

The Cuatrrman. That is in addition to what we have gone through 
so far ¢ 

Mr. Morsr. Yes,sir. ‘The conversion work alone—a rough approxi- 
mation is $16 million. Ithink Mr. Bernstein has a lesser estimate. 

The Cuarrman. Well, we will say 16. 

Mr. Morsr. Say $16 million. And I assume these figures are com- 
puted with 45 percent construction subsidy. 

The Cuamman. He would get the 45 percent construction subsidy ? 

Mr. Morse. On the figures I have in front of me, that would mean 
that the Government would pay $6,400,000 of the $16 million to the 
shipyard. The balance of $9,600,000 would be paid to the shipyard by 
the purchaser. 
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The CuarrMan. By the purchaser. 

Mr. Auten. I think that isa 40-percent subsidy. 

Mr. Morse. Thank you, Mr. Allen. 

The Cuatrman. Would that change these figures any / 

Mr. Atten. No. The figures are right. 

Mr. Morse. He would get his $9,600,000 presumably through some 
bank, 

Now, in order to obtain that, he would have to give the bank a second 
preferred mortgage on which, under the present legislation, we would 
insure, the Government would insure— 

The CnarrMan. That would come next to the mortgage you had on 
the original purchase ? 

Mr. Morse. That would come second to the purchase money mort- 
gage, 

The Cuatmman. And the Government would insure 

Mr. Morse. 90 percent of the $9,600,000. 

The CuarrmMan. Iam talking about should this become law. At the 
present time they insure 90 percent. 

Mr. Morse. Lamsorry. In addition to the purchase money, he also 
has to pay down in cash 25 percent of the $9,600,000. 

The Cuatrman. He would pay a fourth of this $9,600,000. He 
would pay $2,400,000. 

Mr. Morse. So that his total down payment would be $6,350,000. 

The Cuarrman. He would have to negotiate himself $2,400,000. 

Mr. Morsr. Correct. 

The Cuatrman. That is deducted from the $9,600,000. 

Mr. Morse. Correct. 

The Cuatrman. That is $7,200,000 that you, under this bill, would 
insure the total insurance on. 

Mr. Morse. One-hundred percent, yes, sir. 

The CuatrmMan. You would insure this $7,200,000, and you would 
insure $314 million. In other words, you would take his notes for that. 

Mr. Morse. Three million and a half? I don’t follow that. 

The CuarrMan. Well, he goes out to a private lender and gets his 
$7,200,000. You secure those notes. 

Mr. Morse. Correct. 

The Cuairman. A hundred percent. 

Mr. Morse. Yes, sir. 

The CHamman. Now, in addition to that, then you hold the notes— 
and I say you hold the notes at 314 percent for 16 years on $314 million. 

Mr. Morse, Yes, sir. 

The Cratrman. So the Government, then, has $10,700,000 that they 
are obligated for the payments on. 

Mr. Morse. Well, there is a contingent liability on the mortgage 
insurance. I say contingent liability, because we are liable to the 
lender Eo this $7,200,000 if the purchaser of the vessel defaults. 

The Cuatrman. That is right. That is what I mean. And in addi- 
tion, the Government still has a $314 million mortgage on the original 
sale. So in this transaction, then, you would be responsible for 
$10,700,000, lumping it all together. 

Mr. Morsr. It would be $10,700,000. 

The Cruatrman. How does he depreciate that? How does he retire 
that? Is there any requirement for annual or semiannual retirement 
of this obligation? Do I make myself clear? 
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Mr. Morse. In addition he is obligated to pay it off, assuming the 
ship was built 4 years ago—it would have 16 years additional life, so 
he would have to pay it off in s annual installments. 

The Cuairman. This first $314 million is figured out in 16 annual 
installments ? 

Mr. Morse. Plus 314 percent interest. 

The Cuarrman. And the interest decreases as he makes payment / 

Mr. Morse. Correct. 

The Cuairman. What happens if he does not pay that installment / 

Mr. Morse. He is in default, and we could foreclose on the mor tgage. 

The Cuairman. I see. On the balance, the remainder, then, the 
$7,200,000, which you secure—How is he obligated to retire that ¢ 

Mr. Morse. That is in part a matter of negotiation between himself 
and the bank. But presumably the bank would require that it be paid 
off by the same time the first mortgage is paid off. So I would assume 
the bank would require it to be p: aid off in 16 annual installments. 

The CHARMAN. Sixteen. Now, do you not have anything to do 
with seeing that payments are m: ade on that? Do you not come into 
the pic ture on that at all, in reduci ‘ing that indebtedness ¢ 

Mr. Morse. We certainly do. The mortgages are approved by us, 
and any guaranty which we issue is subject to our scruitiny. And 
we keep a continuing eye on it. 

The Cuairman. In other words, you require the same retirement 
on the $7,200,000 that is secured from private lenders that you would 
on the $314 million that you owe? 

Mr. Morse. Yes. But bear in mind that under the statute we could 
give them presumably a maximum of 20 years for the retirement. 
But we would probably require that they pay it off concurrently with 
the first mortgage. 

The Cuarrman. So then it would be fair that this table would 
show the financial transaction. 

Mr. Morse. Yes, sir. 

The CuatrmMan. How it would be set up. 

Mr. Morse. Yes, sir. 

With the 90 percent mortgage insurance which we provide, the 
banks are insisting that the uninsured 10 percent is fully collateralized 
by the borrowr. So in effect the purchaser of a vessel, instead of 
paying 8714 percent, pays 8714 plus the uninsured 10 percent, or if it 
is a 25 percent purchase situation—— 

The CHARMAN. You are practically doing the same thing now, 
then. 

Mr. Morsr. No. No, he is put in a worse position. But where we 
insure 90 percent of 874% percent, that is, in round figures, we in- 
sure only 80 percent of the cost, he in effect has to put up 20 per- 
cent instead of 121% percent. 

The CuHarrmMan, I see. 

Mr. Tollefson ‘ 

Mr. To.tierson. Mr. Morse, this legislation providing for Govern- 
ment-insured loan, this 90-percent insured loan, went into effect 
couple of years ago? 

Mr. Morse. Yes, sir. 

Mr. Totterson. And that legislation did not repeal existing legis- 
lation provided for Government loans, did it? 

Mr. Morse. It did not. 
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Mr. Totierson. That is what? Section 503 of the first Marine 
Act? 

Mr. Morse. It is title V. 

Mr. Toiterson. That provides for loans by the Government up to 
what extent of the value of the vessel or the purchase price of the 
vessel / 

Mr. Morse. In effect the vessel is built for the Government account, 
and we would sell it, if it is a vessel not receiving construction sub- 
sidy, at 8714 percent of the cost. And if it is a vessel receiving con- 
struction subsidy, it would be 75 percent of the cost less construction 
subsidy. 

Mr. Totierson. Let us take the case of a Mariner. What kind of 
a loan could, say, Mr. Bernstein obtain from the Government under 
section 505% When I say “could,” I mean assuming that the Gov- 
ernment wolud be interested in furnishing funds under 505. 

Mr. Morse. He would pay 25 percent down on the same figure that 
I mentioned to Mr. Bonner. Then on the conversion cost, that would 
be done at the expense of the Government. And he would have to 
pay 25 percent down of the conversion cost after construction sub- 
sidy is deducted. 

Mr. Torterson. The same as in this situation, the same as in the 
situation you outlined to Mr. Bonner? 

Mr. Morse. Yes; except that here the Government would be pro- 
viding the credit instead of the purchaser having to satisfy the private 
banks. 

Mr. Totierson. What I am getting at is that under the old law he 
could borrow, if the law was made effective, funds which were in a 
sense 100 percent insured by the Government, because it was Govern- 
ment money. 

Mr. Morse. That is a fact. We are merely suggesting that the 
same thing be reestablished, the only difference being that instead of 
the Government putting up the cash money it lend its credit by 
mortgage insurance. 

Mr. Totterson. And that is, I assume, a basis for your concurrence 
in this type of legislation? The Government is not out any money; 
is it? 

Mr. Morse. We charge a fee for the mortgage insurance. We are 
ahead of the game. 

The CHarrmMan. What do you charge? 

Mr. Morse. One-half of 1 percent. 

The Cuarrman. That is in addition to what he pays the bank? 

Mr. Morse. Correct. 

Mr. Touxerson. So that is there any call for concern that the Gov- 
ernment would be subject to any possible loss any more under this 
legislation proposed now than under the existing law ? 

Mr. Morse. None at all. 

Mr. Totierson. One of the reasons for the legislation 2 years ago 
was a result of the policy of the Government not to utilize title V. 

Mr. Morse. That is true; the idea being to get the Government out 
of business as much as possible, to force this out into private industrial 
channels, or financial channels. 

Mr. Totierson. Then there was one other practical reason for it. 
It was hard to get the appropriations committee in the Congress to 
appropriate the funds for that purpose. 
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Mr. Morse. That is true. 

Mr. Tot_eFson. One other question: You said that there would be 
no depreciation beyond July 1, 1956, on the Mariners. 

Mr. Morse. Yes, sir. The Board, 6 weeks or 2 months ago, estab- 
lished a rule that any Mariners thereafter sold would be depreciated 
up to and including the end of June and not beyond that time. 

Mr. TotiErson. So that if somebody came in 3 years from now, they 
would allow depreciation up to July 1, 1956. 

Mr. Morse. Correct. 

Mr. Totierson. That is all, Mr. Chairman. 

The CuHarrman. The Mariners are just as valuable or more valuable 
now than they were? 

Mr. Morse. That was one reason that we established a depreciation 
cutoff date. 

The Cuamman. It is an interesting observation to make that every- 
body criticized the Mariners and the program but they are all grab- 
bing for them now. 

Mr. Morse. Yes, sir, they are. 

The Cuarrman. And all the same crowd that are grabbing for them 
criticized the program and criticized the ship. 

Mr. Morse. We think they are fine vessels. 

The CHAIRMAN. It just depends on whose ox gets in the ditch. 

Mr. Totierson. Mr. Chairman, for the purpose of the record, I still 
object to the way in which the Mariners were built, that is, the pro- 
cedure through Congress providing for the funds. I still think they 
should have gone through this committee. 

The Cuarrman. Well, I agree with you on that. But nevertheless 
they were built. 

Well, what have you got to say about it, Mr. Allen ? 

Mr. Auten. Mr. Chairman, on this mortgage question, to phrase 
the situation in a different way, it would seem to me that under title 
V a purchaser puts down 25 percent in cash and gets a mortgage of 
75 percent, while under the procedure of obtaining private finance ing 
under title XI he pays down 321% percent in cash and gets a mor teage 
of 671% percent, the difference of (14 percent being the 10 percent of 
the mortgage which is unguaranteed. 

Mr. Morse. That is correct. 

That is under existing law. 

Mr. Atuen. Under existing law. Then going back to these compu- 
tations on the conversion for $16 million of a Mariner originally cost- 
ing $9 million, it would seem that the Government would end up 
with a mortgage obligation of about $10 million plus on a ship that 
had cost $25 million, the value of which might have been depreciated 
in the conversion by ripping out some of the original installations. 
Would that be correct ? 

Mr. Morsp. They would end up with a mortgage of $10,950,000 on 
those assumed figures. 

Mr. Auten. The original cost would have been $9 million, and the 
conversion cost roughly $16 million. 

Mr. Morse. Yes, sir. 

Mr. ALLEN. Making a total estimate of $25 million, which would 
be the vessel securing the Government’s s mortgage. 

Mr. Morse. That is correct. 
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Mr. ALLEN. Now, would the vessel have depreciated from that $25 
million figure by any appreciable amount by having been torn down 
somewhat before the conversion that was completed / ’ In other words, 
what would be the value of the vessel at the end of the conversion ¢ 

Mr. Morse. I don’t know that I can answer that. It would have a 
value closely approaching the cost of a new vessel of identical type, 
because it is virtually a new vessel before the conversion work is done, 
and then you have new passenger installations installed. 

Mr. Auien. It would probably be close to the $25 million figure. 

Mr. Morse. Approaching that figure, yes, sir. 

Mr. ALLEN. One other question, and possibly I should ask it off the 
record: With regard to these amendments you proposed, have you any 
information which would indicate it would be more or less difficult to 
get it through the Congress than these specific amendments proposed 
in the bill 4 

Mr. Morse. These amendments broaden it to cover all vessels, in- 
stead of merely passenger vessels. I would assume there would be a 
little more difficulty there to broaden it to that degree, instead of 
limiting it to passenger vessels. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Morse. I do feel, though, that in the long-run picture, the 
operators are going to have a sufliciently difficult time financing new 
construction of dry-cargo vessels, that we will have to come around 
to either providing title V financing or else 100-percent-mortgage 
insurance. 

Now the other comment I wish to make is that I think in the over- 
all picture it is desirable to provide 100-percent-mortgage insurance 
on all passenger vessels and not simply the Bernstein application. 

The Cuairman. This would be general legislation applying to all 
passenger vessels / 

Mr. Morse. That would be my understanding. 

The CHairman. Mr. Robeson / 

Mr. Rosrson. Mr. Morse, these conversions that are made by the 
operator—you approve the specific specifications for conversion, don’t 
you / 

Mr. Morse. We apaenee them across the board, and we also have 
them checked out by the Nav if Dep: irtment. 

Mr. Ronrson. The Mariner type ship has certain accommodations 
as it is today. I understand a certain operator would want to rebuild 
those accommodations and make certain changes on the ship. And if 
they run into millions of dollars, that would be quite expensive. Now, 
then, obviously if you had the ship back, it would not be like it was 
before it was converted. 

Mr. Morsr. That is right. It would no longer be a Mariner vessel. 
It would bea passenger vessel. 

Mr. Roreson. That is right. Now then it was my understanding 
that when the Mariners were constructed the Navy had a certain in- 
terest in the type of ship it was when it was constructed. Is that 
right / 

Mr. Morse. Yes I am sure they were originally designed as Navy 
auxiliaries. 

Mr. Rosrson. Now if you had the ship back wouldn’t that ship be 
of equal value to the Navy as an auxiliary? Or would it have to be 
reconverted again ¢ 
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Mr. Morse. I can’t speak for the Navy, but I would think it would 
be equally valuable for national-defense purposes either for a troop 
carrier or a carrier of civilian dependents. 

Mr. Roneson. But they would still h: ave to do a lot of reconditioning 
again for their purposes, wouldn't they 

Mr. Morse. Not for dependents, but for troops I would assume they 
would want to carry more than the 800 or 900 passengers that it was 
designed for. 

Mr. Rospeson. What I had in mind: You enter into one of these 
operations presented here, and that imposes responsibility on you to 
make certain the operator’s problem is going to work out all right, 
doesn’t it? Else you get the ship back / 

Mr. Morse. Yes, sir. We very carefuly scrutinize his projected oper- 
ations to see if there is economic feasibility. We won't approve it 
initially unless we think that the operation will pay out without a 
default. 

Mr. Rozgeson. What I am leading up to: If times are good, and the 
ships are profitable, it is possible the operator has higher earnings 
during a profitable operation, isn’t it / 

Mr. Morse. Yes, sir. 

Mr. Roreson. And if it kept up for several years, it would be a good 
arrangement for the operator. But then if it dropped off for some 
reason to where he couldn’t operate the ship profitably, what happens 
then? He could default and let you take the ship, couldn’t he? 

Mr. Morse. He surely could. That is the possibility. 

Mr. Roseson. And maybe you could not recover ¢ 

Mr. Morse. That is possible. But don’t forget the fact that he has 
put in over $5 million cash money of his own, and he is going to be 
pretty cautious abount surrendering the vessel back to us. 

Mr. Roprson. Well, suppose he made a profit of $5 million on a 
profitable oper ation? How long would it take? In 4 or 5 years could 
he make 4 or 5 million dollars in a highly profitable period / 

Mr. Morse. I don’t have the figures in mind of how much he might 
make annually. But we contemplate, if he gets an operating subsidy, 
that he will be obligated to build a second ship, so that any earnings 
or substantially all the earnings that he will make will be retained in 
the business. 

Mr. Roseson. And that is within a specified time, isn’t it 4 

Mr. Morse. Yes, sir. The details have not been worked out, but 
as I recall we have been talking about entering into a second ship con- 
struction program within 2 years from the time the first ship is put 
into operation. 

Mr. Ropseson. But when he gets this ship, he isn’t obligated to that 
second ship ¢ 

Mr. Morse. Yes, sir. He will be obligated to the second ship also. 

Mr. Ropeson. And will have to go through with it, or else you will 
take the ship back? 

Mr. Morse. Or else he will default in his operating subsidy con- 
tract, and presumably also in his mortgage. 

Mr. Roprson. I just want to be informed, because a year from now 
somebody might want to know about this. 

The CHatrman. As to the first part of Mr. Robeson’s question, | 
think Admiral Good testified to that this morning, the value of 








46 FEDERAL SHIP MORTGAGE INSURANCE 


the ship back to the Navy. And he went on to say under certain 
conditions it would be very valuable and under certain other conditions 
it might have to be modified. 

Mr. Kluezynski ¢ 

Mr. Kivezynsxi. Mr. Chairman, I am sorry I was late for this 
afternoon’s hearing, but I was at another subcommittee hearing, and 
we are almost to the final stages of where we vote on the freight for- 
warders. So you can prepare yourself for a lot of extra work. 

I do not mean to be repetitious, and I hope the question has not 
been asked Mr. Morse before, but how many contracts have been in 
default, Mr. Morse, in the last 5 years, we will say? Have you had any 
in default ¢ 

Mr. Morse. We have had a few mortgages in default where they 
were sales under the Ship Sales Act. A few—I would say 15 or 20 
or something of the sort—over a thousand ships that were sold. 

Mr. Kiuezynsk1. How much money would that be? How much 
of a loss in dollars ¢ 

Mr. Morse. Well, there hasn’t been any loss established yet. We are 
continuing to receive payments. I don’t recall that any mortgages 
have been foreclosed. 

No; none of these are under mortgage insurance, under this title 
XI. They were all under the Ship Sales Act sales where the vessels 
were sold with 25 percent down and the balance over the remaining 
life of the ship. 

Mr. Kiuczynsxt. In other words, there was no loss in dollars to 
you, to your administration ? 

Mr. Morsr. None under title XI so far, because there have been 
very few transactions to begin with, and very little if any loss under 
the Ship Sales Act. 

Mr. Kiuczynsxr. No further questions. 

The Cuatrman. Those ships today are more valuable than at date 
of sale on the market? On today’s market those ships are more valu- 
able for resale than they were when sold under the Ship Sales Act? 

Mr. Morse. That is right. 

The Cuatrman. So there cannot be any loss. 

Mr. Kiuczynsxt. It is like whisky, then. It improves with age. 

The Cuairman. I do not know much about whisky. 

Mr. Byrne? 

Mr. Byrne. Mr. Kluczynski asked the question I wanted to ask 
about how many defaulted. Suppose the owner went into bank- 
ruptcy. 

Mr. Morse. Well, that would be just another form of default. 

Mr. Byrne. Does the Government hold a bond on him? 

Mr. Morse. No. Under existing legislation there is no recourse, 
under the mortgage, against the borrower. 

The Cuamman. Mr. Drewry ? 

Mr. Drewry. Mr. Morse, those on which there have been defaults 
were sold under the Ship Sales Act, you say ? 

Mr. Morse. Correct. 

Mr. Drewry. And under the Ship Sales Act, the ships were sold 
without any restriction as to trading. Is it not true that Maritime 
had very little to say about what the operator was going to do with 
them? Very little examination of the service he was going to put 
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them into, and no requirements of the sort that you have under con- 
struction and operating subsidy ¢ 

Mr. Morse. No. To begin with, there were a tremendous number of 
these transactions that went through Maritime in a relatively short 
period of time, and secondly they were sold with unlimited trading 
rights. 

Mr. Drewry. You did not try to determine whether the man could 
actually stay in business for 20 years at that time? 

Mr. Morse. No. That was not the purpose of the Ship Sales Act. 
It was in part to realize on a war asset. 

Mr. Drewry. Now, as far as sales under the 1936 act are concerned, 
has there ever been a default on a vessel built under construction differ- 
ential subsidy ? 

Mr. Morse. No, sir. 

Mr. Drewry. As far as the history is concerned, there is no recosd 
of any great risk that the Government has taken in the numbers of 
ships that have been built under construction subsidy, and, after you 
have gone through the procedure of determining financial responsi- 
bility and operating ability, to determine the trade route and whether 
or not it would carry the traflic, there have been no instances of 
default at all ? 


Mr. Morse. The risk exists, but the record indicates that there has 
been no loss. 

Mr. Drewry. As a matter of fact, you have made a fairly tidy profit, 
probably, over the past 20 years on the direct mortgage loans. 

Mr. Morse. Yes, sir. 

Mr. Drewry. So there is no reason to believe, from the basis of 
history, anyway, that experience will be any different under the private 
financing setup / 

Mr. Morse. Not if we exercise proper administrative discretion ‘n 
policing the applications. 

Mr. Drewry. And you have to do that? 

Mr. Morse. We surely will. 

Mr. Drewry. Now, as far as the question Mr. Robeson asked is 
concerned, is it not basic to the 1936 act that the vessel be approved 
by the Navy Department as to its utility in time of war or emergency 
as a naval auxiliary ? 

Mr. Morse. That is so. 

Mr. Drewry. So by the time an applicant has gone through the 
maze of requirements in the 1936 act he should have a vessel which 


will be of value economically and commercially and also approved as 
to value as a naval auxiliary. 
Mr. Morse. That is so. 


Mr. Drewry. Even though perhaps there might have been a change 
from what it originally was, nevertheless, the Navy has a chance to 
say whether they will approve the use of it in its modified form. 

Mr. Morse. Yes, sir. 

Mr. Auten. It might be worth while pointing out that the Navy 
took one and that was adapted to troop-transport use somewhat simi- 
larly to the change contemplated in this instance. 

The Cuarrman. Mr. Pelly? 

Mr. Petty. Mr. Morse, the Federal Government’s expenditure, out- 
of-pocket investment, in this ship, as I understood you to say, will be 
about $6,400,000, which represents the differential in the conversion 
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cost. Out of the $16 million the Federal Government would pay 
$6,400,000 4 

Mr. Morse. That is assuming a 40-percent construction-subsidy rate. 

Mr. Petiy. Would you state for the record exactly why you think 
that the Federal Sear unent is justified in spending that amount of 
money to convert it from a manner available for defense to a passenger 
ship av: uilable for defense ! ‘ 

Mr. Morsr. The overall cost of the vessel, including the original 
cost, plus the conversion, would be approximately $25 million. To 
duplicate the same vessel today would cost approximately $25 million. 
And if we were to build it new today and pay a construction subsidy, 
the Government would end up bearing substantially the same portion 
of the aggregate costs as it would under this proposal. 

Mr. Peciy. I understand, then, that of that $16 million, you esti- 
mate that it is modernizing the ship to the extent that it is not going 
to depreciate in as many years as it would have otherwise? Is it ex- 
tending the life of the vessel and its usefulness ? 

Mr. Morse. Well, not substantially. 

Mr. Prexiy. I can understand that a Mariner in reserve is necessary 
for defense, but I cannot see that it is any more so maybe than a pas- 
senger vessel that would carry 900 dependents of troops. What I am 
thinking about is Uncle Sam’s investment there, whether it is justi- 
fied. : 

Mr. Morse. If we build a new ship, the Government would still 
have ios +9 million investment in the Mariner and in addition would 
be paying, say, 40 percent of the cost of a new vessel. 

Mr. Petty. We do need more vessels, then, than we have now? 

Mr. Morse. I think we need more operating vessels than we have 
how, LC vod vessels 

Mr. Pextiy. I still do not feel that you have justified to me the 
$6,400,000 investment purely on that basis. Would it go into the realm 
of keeping a trained crew available for getting into operation? Would 
it mean that our shipyards would have skilled workers in process of 
being continued in their occupations so that they are available in the 
event of war / 

Mr. Morse. As I see the picture, Mr, Pelly, it is solely a question 
whether an existing vessel is converted, which can be done in per- 
haps a year’s less time than to build a brand new vessel, or to go ahead 
and build a new vessel. In either event the cost to the Government is 
substantially the same. There would be somewhat less shipyard work 
involved in the conversion than there would be in the new construc- 
tion. 

Mr. Penry. Isthis going into an essential trade route ? 

Mr. Morse. Oh, yes. ‘Transatlantic passenger operation. 

Mr. Prtiy. So the objective is to fill a gap in an operation, and 
that is really, then, why we would be spending this money. 

Mr. Morsr. Well, there are two phases of this. One is the con- 
struction subsidy, which is payable for the construction of any vessel 
built for the offshore trade, for the foreign trade. And this ship would 
therefore qualify for that purpose. The other phase is operating sub- 
sidy, which is available for vessels being operated in an essential trade 
route. And that vessel would qualify on that score also. 
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The main advantage of converting a Mariner instead of going into 
new construction is the availability in roughly a year’s time earlier 
than new construction would require. 

Mr. Penny. But it is available right now; is it not? you could 
break it out and use it as is / 

Mr. Morse. It is available right now for cargo purpose. There is a 
shortage for national-defense purposes of passenger vessels. 

Mr. Petty. Then this is a special-purpose vessel and would theo- 
retically qualify under the existing law; would it not 

Mr. Morse. A hundred-percent mortgage insurance / 

Mr. Petty. Yes; as a special-purpose vessel. The Secretary of De- 
fense would say it was essential for national defense. 

Mr. Morse. I would assume he would. But I do not think we over 
in Mar itin ie would construe it to be a special-purpose vessel. 

The CuarrmMan. Would you let me interrupt you? Along the line 
that you were discussing, in a letter dated May 22, 1956, addressed 
to the chairman of this committee, from the Office of the Secretary of 
the Navy, it is pointed out that they are 15 passenger ships short in 
the national-defense requirements. And this was the document Mr. 
Allen asked to be put in the record this morning. This part of it is in 
connection with what you were discussing. In other words, we have a 
deficiency of 15 passenger ships, as required, according to the Navy, 
for national defense. 

Mr. Peniy. That, then, justifies the expenditure of Government 
funds. That is exactly what I was trying to get at, to see whether 
it justifies it. Thank you, Mr. Chairman. ‘That answers my question. 

The Cuarrman. Any other questions / 

Thank you very much, Mr. Morse. 

The next witness is Mr. Paul Hall, secretary-treasurer of the Sea- 
farers International Union, Atlantic and gulf district. 

Come up, Mr. Hall. Glad to see you down here. 


STATEMENT OF PAUL HALL, SECRETARY-TREASURER, SEAFARERS 
INTERNATIONAL UNION, ATLANTIC AND GULF DISTRICT 


Mr. Hay. Glad to be here, Mr. Chairman. Thank you. 

The Cuairman. I enjoyed my visit to your place of business. 

Mr. Haun. Well, thank you very much. We were proud to have 
you come by, and of course that goes for all the Congressmen. Any 
time they are in the neighborhood of our union hall, we would appre- 
ciate your pay ing us a Visit. 

My name is Paul Hall. Iam the secretary-treasurer of the Seafarers 
International Union, Atlantic and gulf district, which is an autono- 
mous union of unlicensed seagoing personnel affiliated with the Sea- 
farers International Union, with the martime trades department, and 
with the AFL-CIO. Our particular jurisdiction extends over the 
Atlantic and gulf coasts. 

In behalf of the seafarers, I would like to thank the chairman of 
this committee for introducing this bill, H. R. 11554, to facilitate 
private finances for the construction of passenger vessels. I also want 
to thank the chairman of the committee for the privilege of appearing 
here before you today in behalf of this legislation. 

In my opinion, the chairman and the committee, as we have stated 
before for the record, have done a good job of supporting and encour- 
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aging the American maritime industry. And this bill is only the 
latest in a long series of steps that we believe you have taken to bring a 
better health and stability to this industry. 

Largely because of foreign competition and to some degree because 
of the inertia of maritime operators, the American merchant marine 
has in recent years dwindled dangerously. At the end of World War 
If, American ships carried approximately 70 percent of our ocean- 
borne commerce. By 1955, that percentage had declined to approxi- 
mately 25 percent. 

According to the reports of the Maritime Administration and other 
maritime groups, only about one-fourth of the goods, which consist 
of our export-import trade, upon which both national defense and 
prosperity depend, moves in American bottoms which are in direct 
and immediate control of this country. 

Nobody has suffered more from this decline in maritime, and nobody 
has a bigger stake in the stability and prosperity of this industry, than 
the American seamen. It is a significant and dangerous fact that 
the number of seamen regularly employed by the American merchant 
mi rin e has declined steadily since World War II. For ex: umple, in 
1953, according to the reports of the American Merchant Marine In- 
stitute, approximately 83,000 seamen were employed on commercial 

vessels under the American flag. The number declined to about 73,000 
in 1954 and to about 68,000 in 1955 or 1956. 

In 3 years, the number of American citizens earning their living by 
going to sea declined by 18 percent. The merchant marine has always 
been spoken of as the fourth arm of our national defense. An 18- 
percent decline in the number of soldiers or sailors or airmen could 
seriously weaken our national defense. We submit that an 18-percent 
decline in the number of regularly employed qualified, experienced 
merchant sailors likewise is hazardous to safety and to the prosperity 
of this country. 

Serious as the dwindling of our dry-cargo fleet has been, it is 
exceeded by our failure to maintain a passenger fleet, which is adequate 
either for our national defense, as the rec ord here ‘already shows, or 
our economic prosperity. It is a striking and signific ant fact that 
on some of the trade routes which have been declared as essential by 
the Maritime Administraion there is not now in operation a single 
American-flag passenger ship. 

According to Government reports, in 1937 we had in operation, 
under the American flag, 131 combination cargo-passenger vessels, of 
which 84 were engaged 1 in foreign trade and 47 in domestic. Today, 
according to the “latest reports, we have 38 combination vessels in 
operation, of which 37 are in foreign trade and 1 in the domestic 
trade. 

In serving the entire North Atlantic area, we now have in operation 
two combination ships, one of which is rapidly approaching ob- 
solescence. In competition with these 2 American-flag ships, there 
are at present 41 foreign-flag passenger ships, with several new ones 
on the ways. It is apparent that we have not only not obtained 
supremacy but that we are losing our foothold in the North Atlantic 
trade. 

One reason for this failure of the American merchant marine to 
maintain its position in the passenger trade is the unwillingness of 
new capital to enter the field. This unwillingness, we are told, 
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results from the excessive capital investments which are required and 
the foreign competition which, in the absence of American enterprise, 
has become entrenched. ‘The American-fi: ag passenger ships which 
are in operation are, with a few minor exceptions, and particularly 
so in the North Atlantic area, luxury liner ships. We have no ships 
now in operation in the North Atlantic trade which serve the new 
American so-called middle class of passengers, whose improved stand- 
ard of living in recent years has converted the tourist business into 
a major industry. We have no passenger ships at all in the Atlantic 
area which serve these middle-class tourists, and foreign-flag com- 
petitors have reaped the whole advantage of the business of this par- 
ticular group. In other words, the leader of the democratic world 
now has no ships available for tourist-class travelers, and it is precisely 
this class which has provided the tremendous growth in recent years 
in travel. Teteharnoliee ships have a practical monopoly on this class 
of travel. Until the chairman of this committee introduced this bill, 
H. R. 11554, no very positive steps had been taken to improve the 
position of American-flag ships in the passenger trade. Our ex- 
perience would lead us to believe that the enactment of this bill would 
provide a stronger impetus to new American capital to enter into 
this industry. 

The chairman set forth in his statement in the House on June 5, 
i956, at the time he introduced this bill, many of the reasons of high 
policy which support its enactment. He had stressed the military 
deficiency in passenger ships and the low percentage of American- 
fiag participation in the rich passenger trade, especially to northern 
Europe. In this connection, he declared that— 
the Government’s stake and its need is both real and immediate, as long as 
deficiencies in our mobilization base exist. 

Aside from our interest in national defense, in a way labor has a 
very real and immediate stake in the development of the passenger-ship 
trade. For example, a large passenger ship would employ an Ameri- 
can crew of at least approximately 300 men, and that is equivalent to 
the crews ne cessary to operate a fleet of quite a number of cargo 
vessels. It is thus apparent that from the point of view of the work- 
ingman, one new American passenger ship is worth many times what 
ordinary cargo vessels would be worth in the matter of employment. 

The unemployment which has plagued the seafarers in the postwar 

ars would be latgely eliminated if new and better American-flag 
passenger ships, adequate to our defense and economic needs, could 
e put into operation. I think that the bill H. R. 11554 would furnish 
strong stimulation to American enterprise to build up our passenger 
fleet. And that also, Mr. Chairman, is in accordance with the previous 
position that I also took at a hearing here of your committee before. 

As we understand it, this bill would authorize the Government to 
insure 100 percent of mortgages for the construction or reconstruc- 
tion of passenger ships, special-type ships, as you have outlined here. 
According to our information, all of the great and elite American 
shipping companies which engage in the passenger trade have been 
built on the basis of 100 percent Government insurance under title V 
of the Merchant Marine Act of 1936. 

Now, as you know, we are not expert in these matters of finances 
and mortgages. But we are informed that the enactment of this 
bill would to a very slight extent increase the risk the Government 
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is at present willing to assume under title I]. At the present time, 
according to our information, there are 6 new American-flag pas- 
senger ships under construction or reconstruction, and there are 2 
more planned. ‘The total amount of the increased risk for these 
ships which the Government would assume under the Bonner bill 
would be less than $7 million. But this small increase in assumed risk 
by the Government would make certain that the construction of the 
two additional ships would take place and would encourage the plan- 
ning of construction of other new passenger ships. 

We call attention to the fact that the principle of the Bonner bill 
is not unprecedented. Until very recently, it was the policy of the 
Government, under title V of the Merchant Marine Act of 1936, ta 
lend money for construction of new vessels at loanable interest rates, 
repayable over the life of the ship, if the operator would provide 
equity capital amounting to 25 percent of the cost of construction. 

As I have said, all the great passenger lines now in operation will 
build under this method of finance. It is now the policy of the 
Administration, we are informed, to require the construction or recon- 
struction of vessels shall be financed by private lending institutions, 
with the Government insuring 90 percent of the outstanding mortgage, 
which amounts to 75 percent of the cost for subsidized ships in foreign 
trade and 871% percent for unsubsidized ships in domestic services. 

Our experience in negotiating with potenti: al operators, people who 
would think about coming into the industry, convinces us that private 
financing is difficult to obtain under these conditions; that the lend- 
ing institutions have insisted that the entire 9 yr of the loan not 
insured by the Government must be supported by cash collateral. 
Under these conditions, it seems to us it is next to aaenenhin for new 
companies, new blood, new capital, to engage in the passenger trade, 
particularly in view of the greater capital cost of pe yer ships, 
as compared with cargo and tanker hive. med the much longer periods 
of construction whic h are required. 

Now, we are no experts in this field of finance, but it is indisputable 
that the present financing policies of the Administration have failed 
to entice new capital into the passenger ship trade. Our e xpe rience 
leads us to believe that the enactment of the Bonner bill would correct 
this deficiency and would stimulate in the near future the building and 
operation of American passenger fleets on essential trade routes. 

Consequently, we endorse the Bonner bill and without reservation 
recommend its early enactment. By this legislation, Congress will 
have given the American merchant marime a strong and important 
boost, which would enable our ships to meet and defeat foreign com- 
petition in a field essential to our defense and prosperity. 

Now, Mr. Chairman, I would just like to make a few other points, 
other than this particular statement. 

As I see it, under the present setup, the matter of subsidy in the 
manner that I have heard here today and on which I am talking is 
pretty much a closed door to any new blood or any new people who 
want to get into the trade, for the reasons that I have outlined here. 

Now, if you turn around and broaden the scope of this whole mat- 
ter in the area which we are discussing, it is our honest opinion that 
you will bring in new aiid, I think you will bring in some fairly 
soon—new people interested in this business. And as time goes by, 
that amount of people, we believe, will be increased. 
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In any event, from what I have heard here, I think that in the final 
analysis the recapture of the money would be guaranteed to the coun 
try, to the Government, in any event. 

Now, I would like to direct a remark or two to some of the conver 
sation [ heard here, because I believe I can speak, not with a great 
deal of experience or knowledge on it, but with some. 

The point was raised as to the continuance in business of an opera 
tor, in this case Arnold Bernstein. Now, I don’t know whether you 
are aware of it or not, but we were the American Seamen’s Union that 
when Arnold Bernstein was operating American-flag ships, he did bus- 
iness with. We found him to be—and this is in relation to the question 
raised as to how long he would stay in business, or in other words 
would he make a good operator—in our experience—and we know 
something about the industry; not all the figures and such but the 
operation of a vessel—a good ship operator, a good, sinart ship op 
erator. That is our experience with Bernstein. ‘As some of you prob- 
ably know, he is not a new guy within the industry. He had the old 
Red Star Line, the German line, until Hitler knocked him out of it, 
which is a matter of record. But even many years ago in that area, 
Bernstein was a good ship operator. I have got this little booklet 
here. They are talking about piggy backs and things like that as being 
& new innovation. As a matter of fact, Bernstein developed that 
theory as long as 30 years ago. And if any of you would like to see 
it— 

We have found in our relationship with him, as I said, that he is a 
good operator and he is a smart operator. We have naturally very 
selfish reasons, to be honest with you—and I would have to be, any- 
how, because they are so obvious, even if I were of a mind to deceive 
you. We havea very selfish reason for wanting to see this law p assed, 
because it will help people like Bernstein. We think first of all it 
will help break what we have considered the monopolistic tendency, or 
just a few guys in the industry having this subsidy, in the manner we 
have spelled out here in previous hearings. We think from that point 
of view it would be very healthy. We think if a man like Bernstein and 
that company went into business in that trade, he would supply good, 
honest, smart opposition to everybody. 

For example, I saw the other day in a New York paper that the Hol- 
land-America Line, which is now running in the trade route that 
Bernstein would like to get in, has just built a new ship. Now, 
there is lots of business in there. I am of the opinion, knowing Bern- 
stein’s operation from the point of view not of the financial level but 
as a practical sailor—and in my opinion he can go into that route 
and put those Dutchmen on the run. I think he can outsmart them, 
outoperate them. 

And I think first of all, naturally, selfishly, it is to our interest as 
seamen that he does. And I assure you that if this is handled in this 
fashion and he can go into this business, he will have our fullest co- 
operation. 

Aside from our selfish interest, I have heard here today many rea- 
sons other than giving a sailor a job why this thing should be done. 
First of all, I heard the admiral here say that the vessel could be 
used for the evacuation of dependents in times of emergency. I have 
heard with further reconversion it can be turned into a troopship. 
And I do not have to go into all of those matters, because you gen- 
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tlemen are a lot more conversant and familiar with them than I prob- 
ably could ever be. In times of trouble, this kind of a bottom would be 
i valuable bottom. 

But most of all, the thing I like about it is that it would at this 
point, and not simply because and only because we are the people 
who do business with Arnold Bernstein—we are proud that we are, but 
it is not that reason—it would have a tendency to open up this whole 
matter of the passenger ship trade in the North Atlantic trade route. 

We have watched this thing for a period of years. We have not 
thought it was good. We have squawked. We have beefed by the 
hour almost in just such committee hearings as this. And I would 
say this to you: There is nothing that is better for any industry in 
this country than good honest competition. And certainly nothing 
would be better to line up some of the foreign flags in good honest 
competition to themselves. 

The Holland-America Line has had this thing practically wrapped 
up—well, wrapped up, period, all these years. 

Now, you know, it has always been told to me, and I believe in this 
theory, that it is always a good thing to have a supply of products 
that there is a tremendous demand for. At that point the business- 
man can make good business. When the demand exceeds the supply. 

Now, it is a matter of fact, to my knowledge, that the demand for 
the kind of passage that this kind of run or this bill would make 
allowable, if you put these things into effect—there is a tremendous 
demand for this kind of a passage. 

The ordinary poor guy or middle-class guy and lower middle-class 
and lower-income people can’t buy a first-class passage on these big 
ships. Itismurder. Really, it is rough. 

Now, I have found out a little thing, in this matter. From time to 
time in our union paper, for example, we will learn something about 
a guy's developing a new kind of a passenger ship or a new kind of a 

ing to make trips at a very reasonable rate. And just from our 
paper, which compared to di uily papers and all is of a limited circula- 
tion, we ourselves have dozens and dozens of letters from just ordi- 
nary people, who all their lives wanted to make a trip to Europe, 
and they couldn’t afford it by plane and they couldn’t afford it by, 
you know, the big passenger ships. They wanted to know: When 

can they get a passage on this ship, and all the details about it ? 

I would say that there is a tremendous market. I think therefore 
it would be very good business for anybody to get into. I do not 
think as a matter of fact from the point of view of sheer logic, for 
these reasons, that any of us would have to worry about . line, 
Arnold Bernstein or otherwise, that goes into this traffic. I do not 
think we have to worry about them going out of business in a few 
years. I certainly don’t. 

To the contrary, I think once you open it up, and particularly with 
an operator of Bernstein’s type, who is not a Johnny-come-lately 
in this industry and is not a Johnny-come-lately in the operation of 
passenger ship trade—once you get a guy like that operating there, 
I think instead of the business going down you are going to find 
that there is going to be a tremendous demand for further expan- 
And if you don’t believe—and I am sure you do—that there 

s a demand for this low-cost type of passage, you try to book a pass- 
i. You try to book it, and see how far ahead they are. You have 
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got to either know somebody, or you have got to waita longtime. You 
just can’t make it. 

So, Mr. Chairman and members of the committee, I think that that 
pretty much reflects not only our organization’s attitude on this issue, 
but it reflects mine personally. 

Again I would like to thank you for the opportunity to come in here 
and be heard. I think this is an important issue as it applies to our 
industry. I think it is very important. Thank you for the oppor- 
tunity to come in here, and that is our position. 

Mr. Roprson (presiding). We are glad to have had you, Mr. Hall. 

Mr. Totierson. There is no question in my mind about your con- 
fidence in the future of this operation, Mr. Hall. Y« 
the Holland Line building a new boat. 

Mr. Hauu. Yes. 

Mr. Touuerson. And the Norwegian-American people? Didn't 
they build a new boat, too’ 

Mr. Haun. I believe so. 

Mr. Totiterson. Those are additional ships in the passenger service 
in the Atlantic, are they / 

Mr. Haru. Yes, sir. 

Mr. Touierson. So that those people feel there is a future in in- 
creased passenger traflic across the Atlantic also. 

Mr. Hau. They certainly do. 

Mr. Totnerson. Do you have the figures in mind with respect to 
the percentage of passenger traffic across the Atlantic that our ships 
carry, of the total passenger traffic 

Mr. Haut. No, sir; I don’t. 

Mr. Totierson. It is a small figure ? 

Mr. Haw. As the few figures that I had on this particular matter 
here indicate, the percentage of the American-carried passengers is 
very small when you take in the overall picture. In other words, we 
are not getting anywhere near a fair share of that trade aboard Amer- 
ican- flag vessels. 

Mr. ‘Totierson. One reason for it, of course, is the fact that our 

yassenger service would have to be subsidized. In other words, the 
ships would have to be subsidized in order for us to ¢ -ompete with the 
foreign passenger carriers. And I assume that that is one reason you 
favor this bill, because it would make possible further passenger ships, 
even though subsidized, under American-flag ships in the passenger 
service. 

Mr. Hat. Yes. 

Mr. Totuerson. I have no further questions. 

Mr. Kuivcezynskti. Mr. Hall, I am very much impressed with your 
testimony here. To me you have proved that you are a real leader of 
men. 

I served for almost 30 years on the industrial affairs, labor and man- 
agement committee, in the legislature, and I saw where the laboring 
man was way down and the industrialist way up; but as years went 
by I saw them come closer and closer together, so that they could sit 
at a table and discuss whatever they had to discuss as far as the labor- 
ing man and management are concerned. And I see now where the 
laboring man or the leader can eat the same steaks that the industrial- 
ist can and go to the same colleges. 


u mentioned 
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It made me feel good this morning when you walked up and talked 
to Mr. Bernstein. I thought, “W ell, there is a big man, and there is a 
laboring man. It makes my heart throb to see people, American 
people, get together that way.” And I was very much impressed with 
your testimony. 

When you mentioned about Mr. Bonner sponsoring this legislation : 
Mr. Bonner is the chairman of this committee, and Mr. Bonner wants 
to see everybody that works on the vessels at work. He wants to see 
all the sailors at work. And he wants to see that American flag flying. 
And I hope that if we get all the legislation that Mr. Bonner intends to 
sponsor, we will not have enough docks in this country to dock our 
ships. 

Again I want to say that you have been a real witness here, and I am 

very inuch impressed with your testimony. And long may you live. 

Mr. Hatz. Thank you very much, sir. 

The Cuairman. Mr. Allen ¢ 

Mr. ALLEN. I preface my question, Mr. Hall, by saying that I join 
somewhat in the thought Mr. Kluczynski has = forward. It has 
been a pleasure during this last vear and a half particularly to see 
leaders of management and labor come in here and work together for 
the solution of a common problem and to see the progress which has 
been made. And I never hesitate to lay a good part of the blame to the 
chairman of this committee, who has done most of the leade rship from 
our standpoint. 

In his statement to us, Mr. Morse recommended that we amend this 
bill so as to authorize 100 percent insurance of the unpaid principal of 
all ship loans and mortgages; instead of limiting it to just the pas- 
senger ships, this would give 100 percent insurance in the private lend- 
ing operations similar to the situation that prevailed with Govern- 
ment lending. I take it that such an amendment will be consistent 
wit h your views, and possibly desirable ¢ 

. Haun. Yes, lam of that opinion. It would be consistent with 
the sa of view that [ have expressed here; yes. 

Mr. Aten. Thank you, sir. 

The CHamman. Mr. Byrne / 

Mr. Byrne. I would like to associate my remarks with those of the 
previous members of the committee. 

I know Paul Hall. I know most of his men. Being a resident and 
a representative of a district that composes most of the Delaware 
River from one a, re the other, and all my constituents working 
nlong there, not only as seamen, sugar wor kers, stevedores, shipy: ard 
workers, but I have a personal interest, and I might say a selfish in- 
terest, in putting more ships on the sea and competing against these 
es ra ships. My motto is: “Build American, ship American, 
buy American, and travel American.” 

Mr. Ray. Mr. Chairman, I just wanted to join my voice and com- 
mendation for the statement that has been made here. It has been 
direct and impressive. I have no questions. 

Mr. Petry. Mr. Hall, I think too it is a wonderful thing when the 
head of a labor comes down and supports an employer in 
trying to build an industry. I think, as I got the figures, Mr. Bern- 
stein will have to put up about $314 million or more in cash, and then 
in turn he is going to have to provide working capital. And I think 
he had better take you to his banker, because you are a pretty good 








FEDERAL SHIP MORTGAGE INSURANCE 57 


salesman. I think maybe they will loan him the money on the basis 
of your testimony and with your support. 

I asked the question particularly as to why the Federal Government 
would put in $6 million and more to convert a ship of this nature, 
and I think the chairman provided the answer when he said that we 
need 15 more passenger ships for defense., I think we all should re- 
member that. 

The reason I asked the question was because I want to be able to 
justify it not only to myself, but if this legislation comes before the 
House, as I think it will, we will have to justify it to those who do not 
really fully appreciate the need for an American merchant marine, 
and we have some of those still. 

I certainly commend you for your very fine testimony. 

Mr. Haz. Thank you, Congressman. 

The Cuamman. Thank you very much, Mr. Hall. 

We would like the record to show the name of the gentleman who 
accompanied you as a witness today. 

Mr. Hawi. Morris Weisberger, from the Sailors Union of the Pa- 
cific. We have to go together, you know. 


The Cuamman. Our next witness is from the General Accounting 
Office, Mr. Andrews. 


STATEMENT OF GRAYDON L. ANDREWS, ATTORNEY ; ACCOMPANIED 


BY ALFRED L. HEDBRAWNY, AUDIT SUPERVISOR, GENERAL 
ACCOUNTING OFFICE 


Mr. Anprews. H. R. 11554 would amend sections 1103 (a) and 
1103 (b) of title XI of the Merchant Marine Act, 1936, as amended, to 

authorize the Secretary of Commerce to insure 100 percent of the 
principal of and interest on mortgages or construction loans on 
passenger vessels. At present, the Secretary is authorized to insure 
100 percent of the principal of and interest on mortgages and loans 
on “special purpose” vessels, and 100 percent of the interest on but 
only 90 percent of the principal of mortgages and loans on other 
vessels. 

Since the amendment of the mortgage insurance ee of the 1936 
act by the act of September 3, 1954, Public Law 781, 83d Congress, 
two major contracts for mortgage insurance have been approved by 
the Secretary of Commerce. In one of these, involving the conversion 
of two Mariners to passenger-cargo combination vessels, the mortga- 
gor was required to pledge collateral to secure the 10- percent portion 
of the mortgage which was not insured by the Government. In the 
other case, the mortgage was insured for 100 percent by the Govern- 
ment since the vessel was determined to be a “special purpose” vessel. 
We are informed that another operator who is endeavoring to obtain 
private financing for the conversion of a Mariner to a passenger vessel 
and for the construction of a second passenger vessel has “reported 
that lending institutions are insisting upon cash collateral to cover 
the uninsured 10 percent of the mortgage. The effect of these re- 
quirements is that the intent of the present statute, insofar as it 
contemplated an assumption of risk by lending institutions of the un- 
insured portions of the mortgages, is not being realized. 

Recognition by the Congress of the need for special consideration 
to passenger vessels, as compared with other types of vessels, is found 
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in various provisions of the 1936 act, as amended. In this connection, 
sections 503 (Government-financed construction-subsidized vessels) 
and 509 (Government-financed non-construction-subsidized vessels) 
provide that in the event of default, the Government’s recovery under 
mortgages on passenger vessels is limited to repossession of the ves- 
sels. Also section 1104 (a) (10) provides that the sole recourse of 
the United States against a mortgagor in default under a Govern- 
ment-insured mortgage on a passenger vessel is limited to repossession 
of the vessel and assignment of insurance claims. The reason for this 
special consideration is probably that the operations of passenger ves- 
sels are considered to be less profitable than the operations of cargo 
vessels and are less adaptable to services other than those for which 
the vessels are designed. These factors, together with the consider- 
ably higher cost of passenger vessels and consequent larger uninsured 
portions of the mortgages, may make the financing of such vessels less 
attractive to lending institutions than that of other types of vessels. 

In summary, it appears that the reluctance of lending institutions 
to assume the risk of the 10 percent uninsured portions of mortgages 
and loans works a hardship on the mortgagors which was not intended 
by the present statute. Accordingly, we see no objection to the bill. 

Mr. Auten. Mr. Andrews, would you agree that as a practical mat- 
ter the mortgages under title V require the borrower to put up in cash 
25 percent of the amount involved, and the loan by the Government 
is 75 percent, on which the Government has a 100-percent risk ? 

Mr. Anprews. Yes, sir. 

Mr. Atien. And on the other hand, under title XI, the borrower 
is entitled to put up 3214 percent in cash and takes the mortgage for 
6714 percent of the amount. 

Mr. Anprews. That is true, yes. Mr. Allen, I might say that the 
idea of limiting the Government’s mortgage insurance to 90 percent 
in these cases I think came about originally as a recommendation by 
the General Accounting Office, at a time when an industry committee 
recommended certain changes in legislation, including this increase to 
100 percent mortgage insurance. 

At the time the insurance on private financing had several problems 
insofar as interesting private lending institutions. Generally speak- 
ing, it required that the lending institution upon default, accept Gov- 
ernment debentures, which were payable within 3 years after the termi- 
nation date of the mortgage involved—that and other factors made it 
uninviting to lending institutions. 

The law then proposed was to provide 100 percent Government in- 
surance, and we suggested that it might be well to have some risk on 
the part on the lending institution, having in mind that that might 
induce them to service the mortgages better than they would other- 
wise. 

However, I think the facts as developed here today demonstrate 
that as a practical matter, instead of their having assumed the risk, 
it has been foisted onto the operator himself. 

So I think that what was proposed by the Maritime Administrator 
amounts to, as you have indicated, a provision whereby the Govern- 
ment’s obligation would be 100 percent in the same manner that it 
would be had the vessel been built under title V and a mortgage taken 
back by the Government for the 75 percent. 
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Mr. Auten. Now, will your views with regard to the bill as intro- 
duced also hold with regard to the amendment proposed by Mr. Morse, 
which would suggest 100 percent guaranties on all loans, on all 
vessels ¢ 

Mr. Anprews. We offer no objection to the bill as proposed or to 
the amendments as proposed. 

Mr. Auten. Thank you. 

The Cuarrman. Thank you very much. 

That will conclude the hearings on this bill. 

(Whereupon, at 3: 55 p. m., the hearing was closed. ) 
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